ti 


et 


Ss 


For Reference 


NOT TO BE TAKEN FROM THIS ROOM 


Ex AIBRIS 
UMINLASLTACLS 
AIBERCALASIS 


oh 
? 
K 
5 5 | 
¥, 
Se 
‘ 
a 
a r i i ' Ci 
ae a ; 42 : Fj 
1S) tan De o Oa % 
ae tit th | ho . U 


ate 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Alberta Library 


https://archive.org/details/IngenHousz1983 


THE UNIVERSITY OF ALBERTA 


On the Subsidization of Wheat in the EEC 
by 


Martinus Aloysius Maria Ingen-Housz 


A THESIS 
SUBMITTED TO THE FACULTY OF GRADUATE STUDIES AND RESEARCH 
IN PARTIAL FULFILMENT OF THE REQUIREMENTS FOR THE DEGREE 
OF Master of Science 
IN 


Agricultural Economics 


Department of Rural Economy 


EDMONTON, ALBERTA 
Spring, 1983 


To Victoria 


1 
~ 
; Pic 
7 iy 7 
7 | | 
we cre : : 
, | 
~ 
7 ( | 
‘ 
ie 
a on 
- . | , 
7 in 7 | 
v4 
| | ' 
a 
7 ; : | 


ri 
day? 
oS 
oe! 


Abstract 

The primary objective of this study is to quantify the effect of 
subsidization on the production of wheat in the EEC. The secondary objective is 
to relate this effect to the movement of Canadian wheat into foreign markets. 

An analysis of the Common Agricultural Policy (CAP) of the EEC shows 
that the CAP can be seen as a system designed to garantee a certain level of 
producer prices: the price effects of imports are neutralized by a variable levy; 
the price effects of surplusses are countered by export subsidies; and the 
effects of macro-economic changes are delayed by a system of Monetary 
Compensatory Amounts. The consumer in the EEC member states pays for this 
policy: through the one percent of the value added tax, that goes to the 
financing of the EEC, and through the prices paid for agricultural products. The 
difference between tne producer price and the lowest cif. offer price in 
Rotterdam, measured in national currencies constitutes a subsidy. This subsidy 
can be expressed as a percentage of the producer price, and can be 
converted to a quantity produced due to subsidization with the help of the 
relevant supply-—elasticities. 

This conversion has been done for the years 1974/75-1980/81, and for 
1985, 1987, and 1990. Both a high and a low elasticity have been used A 
reasonable price path has been chosen for the producer price development. in 
the future , and the ‘world price’ has been projected in constant real terms 
and in terms of an annual decline of two percent. This leads to four separate 
results. 

To investigate where this extra EEC wheat will find its market, the 
export pattern of France, the major EEC exporter, is analysed All this is set 
against the background of the general demand situation for wheat in the decade 
of the eighties. For this purpose, three methodologically different demand 
projections have been examined. 

The estimated production of wheat due to subsidization in the EEC 
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assumptions used. The exportable surplus found its market in ex-colonies of 
France, and, due to the geographical location of Europe, in Eastern Europe and 
the USSR. Continued abundance of supplies throughout the decade will increase 
competition tor markets, and the necessary adjustments will fall upon the 
traditional exporters more than on the EEC, due to its institutional arrangements, 


and due to international agreements under the GATT. 


Vi 


iO BSINVOI— he. ‘Gr 


bra. B90" 


geTEs 0 iti 


¥ 


a ‘ 
Po Wy 
a 2 ee 


vigseas 


Les 


rite! Wh AG,” Sylepbe een ial “hers 


> ieee yvikeionen ait bes Veaany wh 
ide, SS age OR eu are Hert! . s560h 2G | 


Sine ieeraAy ye ‘aus 


1 7 7 [ 
i , ae 7 
ts if - : - 


me 
agan’ io MeHeae! ieaittche seRsAy. art Oty abs ok 
an’ “aA: arin Amis 15 -aottebnieds cayenne F 


PTAT-o07 Sbrw ctosrminces “aoianerratw “Oo 44 


Noel 


Acknowledgements 

The funding for this project has been provided by the Alberta Wheat Pool and 
the Alberta Agriculture Research Trust. 

Dr. JJ. Richter gave me the freedom to work on this project by myself. This 
freedom gave me the opportunity to investigate, probe, ask, and learn. Through 
him, the Alma Mater finally nourished me. Dr. Apedailie’s comments improved 
both contents and presentation. 

Wendy Williamson entered the major body of the text into the computer and 
she included the necessary textform commands. Towards the end, the computer 
almost swallowed me, but Jim Copeland pushed the right buttons and tamed this 


wild piece of technology. 


Vil 


We ido Yaad enamiae aeat w Maohaie nisiocl aati’ rostiess diet rat 
3 seurT viotcohar amartuoiigA dni 

evif teaven yd og NS ew or raisin? wF, on emp rettotA 
Agoda). eA Ate » 426 au51q “giapueoun: or PUM srt) gen veg’ . 
bayou 2inemnron 2° iets aG em. .nereimon yterit ~wreht pea 
nertamemang brie ease 

bro. saleaied. ari? olin Test att. 40 VRod ‘Yolerr sti beIgsMe moarneiliy 


aiwarnies Sf) .bf>. afi ove wal 2baarmnor TVS TKS paezeged oi bebuit Ws 

7 ; - Cpa 

aii? dernar® ties, ahofud wight sc Raradg treba nig ‘ud 29 bewolews Jom 
‘ 4 


‘potortset to womigil 


Table of Contents 


Chapter Page 
le el he fo UCN aN MRI OR ess 5 ots 21 ot EROS CRE 1 
a hes Commoner Onicwitta share yew cen eh Poe... Nn ee ei fetes iccn eave cksbunviae & 
ZA meGOSialhVes EFOURCAROM mala “ISUTUEOMS © 4 ias-ccctastsisoscausdiayantiastncatehisteobenoterissseseniedelen 4 

Cem le me RIIGINO MOV Steamer te ek rien ots, Cte Ne ei ee en Mes Sale eS acid 6 

Zo AE DO CNIG IN iGiOm DIC SS) ater Me ck Wie eat ae ENN een ond TY ere aes IL 6 

202 ah ee eae OO ECHIVe MINICTHOOS. ..q.nil mut nee ec ne ee 7. 

PASE APE Gy RON 141 rN Ug 1 CW (oA) = Ree eee Miers AERC Rr ena Se TR Oe Re dO 8 

2.2.2 European Currency Unit and the European Monetary System ...... 10 

PASE ETE ain BF 1c doves gee ba 14 Oy ie ean a eee een a rt AE a dr Tt 

Zale MerOenCemancls OnOANZAU ON. Micki tics 20t, peer ce et emele tert nwa % clot cserasssead etek 11 

Pei gk Oa iy Rp APE LY A A OY oO eae CET RO OM I edo rae ee OUP ALI Tp iS 

a RG AE cl gla: |r m (0 |c\c> ate, eae eR er ne Gee ee a Peer Rca gs eae is 

PRE ELPA me cl ag ae to =|. 41M alee Meee RCM iret ce scone era reo en ce ORR he 

PNET ACLS SEEN CIUL ALONG Wet ore cee waren ae cacmenretnee Rare ase ctl ACU Ear En RC Ie re Se 2 hs) 

2.4.1 Internal Trade Regulations. .............. hE eer ee Sota enc aD (MN ek a Wes 

Eo aeE et CONS Yealives ACIS = FSI CLO Sato cst talectoert thes nnotevdesnadecbbees voted Wiraasvatinttepectcdoeceintvceeariet 16 

= CAPE SUDSIOV SUT ECT OUANT EG meme ee anc a i ete Grape nese 19 
OM IIVICUOCOIOO Vine. go atric heme en trans cetera eet tin rks ee tat eee LS, 

oS fed DN a slo Lt eds Ra ht Ree Ser nae We ae URN ee A ORR SMELT eee 19 

Het Pe nemew Ng [010] a aes ea et All RUE CURE T cten Wen TO es SER OP Si er Pa 

e274 BF a Ue 2 PR NRE RMON oe ULAR: HINGE Vantin to none UG OE Ao: ae prs Ma iene MPR ay oe 23 

COON Ri ai fei web esate Meares RHE Rn tanks Cea NG lechse ce abi AR Om eRe Mr eee 23 

GPA PUR oh 10) i ge Mee Eke Mart MePenIn Su a APRA TM <. thr eas Ar iva GOTH or nian bi on venus CRS nUeN Panera 25 

GBP AB T=)| aa wie | [Maden Renee year RA epee ict nae cata Manta eed FOr IA teil aR ry USE ae 26 

BiZ OID DIV Mees LUCLE, bee cyeete cre ti een eae tig oa Rieti Ee rca tieae nee 27 

5 .SamplesGalctilation sands Presentation Of Results: i cee trareemte 30 

SAA INtORDrOtaulonnt Orr Re Sess 087 steer ne ea rate ek ee ieee etter 30 

CHa let Aylelaat oad Bee] gy. 09 Fok >, Cease a Os ite What | tac ea a Be eee 38 

4. Eos lsxtecrial, mw) FAC sam eimet st Oats CIA ae see ates rasa enced satens caseassveors cntsaactsermesAreonecksoneecten 41 


Vill 


y 7 > 7 ie 
d | 7 i 
aw 7 2 r Y : 
aitetieD 10. viaeT Covian 
aya? cas, | ee eb, 
‘ F 7 ; ‘ 
) : \ Ratvare —T f ape = 7 7 


‘ : 2 oe ie 9 NT Vem pie need 4 

Pains | sanvllaic ty pean ON uhuar oe cual avitstenged 4 

rs Rect rere: agree aay 

2e5i¢ dogtenvang! eet) MBC) 

m4 Saeed: ett | 

Sueur bp Moh i! SE 

meieue Vietelial, Aeeqamel ef) Mie. 40 eee aal B pape, Le o 

a | yes je le ASW oe omen Ghee 
O62) aR tc: bie em! apa tes ‘ 


3 | | . ADD cepts S45 


pa) . Aah , See? inert &§ SS 


4” abe . twos’ SSeS 
is Ve ahs 
7 


rises hates stan? Bool 
oN 
Homie = TO a ee i Cater say a mig! iac\ 


at ere, os oes ee oe Hoya sei an Las a 
OF 


= ¢ 


ire; *ir/auD eS Viale SA 3 £ 


“=f - Tienes area euduwe BIZ 


» ir _ -_ 
leD — ¥ y ~~ 16 peal 2) ees Mas aes ra ie 7 Oi An ' on sghp@aee _ a —i> are. vw 7 ere oe ne s seu Se 4 
i 


oa 
a aoe: Y 7 my re cee ns eee fises i ah a “hs p ; : or 8 > ) . r 
&.. ; oe) C1 ge eres ~ ee wi Posies > 


> 


i. —— eee a a A ee ee ey eee breried. coe. 


1S. oe ‘ Comat a ‘ ae _ieatee et vege & aby 
: ee fe) aan “tings inde ores th. 9 


7 


= a a a 6 a — D ae lem eines te AStaeT wer aa: 


— Saat Semstscmeneeh 
ee ee ae ei a, wrens i 

a 1 _ : . 
7 | 7 Paar Wis _ 


RS ee 
_ : a ar = 


MOAN Teh GSS Seto) aba Bree gi'nl any). Ja yen eked Ae nets One RRL ERT ee 4) 

AMI deci S CONIC alls OVO eee hae caren oot has nde 2 ani ansnsssosnasnade eaities ebtareacstiea full aitisssl oenien 41 

IMR anE IL GLT VG VOL PACE Ee MISES A ee ego Src Gieass tecretd hese Pr aes abcPaenneeetnncintavens 43 

Coe Lincs © (ROO) 9 MD WY Pag c-kit oy ee a REPT ce eo a 44 

LEDs s lm[ Es Meg OF] PLS, “Lmpel lee nese Wh kG ty SI RI NR ie ne Ar A 45 

fete GIANT GINAaNCiar HOGS NOMS tran... inten, ch oa ee lhe ER I a, a cetintcnedece 46 

Aw \nademmodeligasproach: Gadi stem. UM Pe ee a tcactdatien. 46 

DRS ETO AllalV ol SiN OAC ciahtccaainae etre Base tt bscie wasveheesenh@usndbn: 48 

Mere ECIGGUGREADDROACI. Bei Se RU Ri LRN Dt ccc aesescscnvencisccpertneomecs 49 

GS AP EValUationtee.. rer me ene: hn tied.. Orem. RANG VRE os csecsnshbeere BO 

5. OMGIISION (Are? Re 0 mre Ree. toe ies ey SN asa ccstdsgdenadebearncen as 
SH STCIS CIO: TTR Bia soci ace n ile: > Cen rs ane a eo Lc RL DELO Oe Or 56 
UNS | OFs (9 fo 0074 Tar) WRMR e BO ce or oe Oe AERA) Oc Ae Aer ee ee eee 61 
[EN OVS SUN (YE ee UO eae COTE Forman Coe eR OER 2 caer GOD PT J Lt UDP On oe Rae CT 62 
JSG] 8 51H. 2 POOH Da IR om terrane ir ce Oe Arn EON hc A a coe ar Aan mee Ee 63 
FW oy Oe Tne (020 (VDI a: ty AUB A Ree eton MOC RUE aot srs ie NE le iI aad cc ee OR Ee Pn Ng Ure TET BOR nS 


hh, Vas Sete ciate: | eee cad 1h ie 
ED | oe! Serres 9 re oe fi 
ne | 2 ee fe | BA Beebe an 
ob . i: | : ane tums ont ranean Cale an 


ee ek as 


BP 7a hore y Heyer, Bent RE ee a 
a : f fee ge twist 286 
rem aud WES 


‘ie 


Table 
E24 
ae 


Si 
Gi 
33 


3.4 


Che) 


4.1 


4.2 
4.3 


4.4 


List of Tables 


Page 
Mem ISS2/SSPSOMGVUNeat Mer Ieee eRe STU LTE cm) I ate ccvcsonscrcseocicsnceeslosetes 8 
Exchange Rates and MCA Percentages, as applicable in 
0) 7 Ses is seine eevee Cal 1 cp ee cu eee eee OR A Une NGL ol SL a 14 
SUDO se LAS UCHLI Stee prmeeemnnn ee an tence ten ee ca Whe cy see ae ec ee gin ol sctaiahs 28 
PSE Percentages for EEC Member States 1974/75- 1980/8 1... Sul 
Quantities Produced due to Subsidization, under the 
assumption of high and low elasticities 1974/75-1980/81 
ERO VT ROMO ISIE Ailey ye} Mihail Deas ak kd cree ah cb rata ee Meat renee pera War 2 Ns ce oR Re Oe a SZ 
Quantities Produced due to Subsidization, under the 
assumption of high and low elasticities, and under the 
assumption of constant and declining world prices, 1885-1990... oe 
Estimated Cost to Canada of EEC Subsidization of Wheat 
1974/75-1980/81 ,under the assumption of high and low 
RASC LEIG Sardi ie RYMAN Ta od rt ea oe cee aoe c Aa occ tue allt ener te tas Cat fey ee NL A 5g 
Export of France (Extra-EEC): Wheat and Wheat Flour 
Wie te OO Oe INL OMOS TONS Meter ere. hoc ue LO nan ee ues AT ES ne 42 
BEG Cored rAlda (968/69 — 1979180 Mine TOOOMTONS i exact mine. raty aie. oe 45 
Canada's Wheat Exports to EEC Countries (excl. Durum) in 
OLB YER Hee gay ie Bs tenet koe age GR 2 al) UR pone es ion PU cake et 46 
Canada’s Share of Non-EEC Imports of Wheat in EEC 
COUNTERS Ses (OX We LILIUM RIT Oe OES eer Ne nccctone cso oe cee rcaieee ence cee cesar eae 46 


ee ot ae 
OBE ~ a) BURP gente. wine 244 Si el 388) 


OBE -488! aeang Grew: (iitdee- ty), HhreEigg “to 


inety/ Yo notesipisdve OB Jp “skeet >. cr) Yeap! Ter | a 
os. bo + oe] ‘© ¥ OUMLees axl wp a bak «<2 R\ 


| aaa ~ 7 ipl og OG teweeV 1% covkast- 


on sine 35. ager res AON! a ‘aM, 


Mil ci ee Sow) oi Sl 


ot ‘were. smnebiedh? 1 ee be eirtepinne 
(S\ Gee! -S ares —_— rt ~— A 0? i, 7 
. i aT - s stior ; os) 


et Wary nevestieade Of. er Rerie 
oy Yeh Bee ebtiirgiy, wot Th) TRY Po 


ef (3) (oe ie ewinieneanmtey 


we jeotW Oe dae Goad eT os lo . POS a 
fo ey - is a *) O80! -BVeT 


id 
- L 
mor JOO! wm Ob eve l- ea Sent SA eeeed Dae! 
>) Wi 7 << wl 
mn On ise) eesti) O45 i. arookr iceAVy «¢ 


\ 7 
J 1 ed ‘ CGM". ot9t ng. “ty. sak | ae er) 
ve apd: vtec (RY, “OORT i rei) alse | gi i 


7 


Figure 
Got 
Bi2 


List of Figures 


Quantities Produced Due to Subsidization 1974/75 - 


Difference Between EEC and World Prices 


xi 


1IS74/750= 


USEC. 


19390 


aampl9 to. tui orn 


6... . Geer = GOVASAL satesinieded. ot: such eopupey ae 
at pom @el = BUS sear, show ore sal analyte scar 


= 


1. Introduction 

Zen painting knows the one-stroke style, in which the subject is 
rendered with one swift motion of the brush. Only one detail gets extra 
attention and shows minute brushwork. This study resembles this outwardly: a 
very detailed look at the Common Agricultural Policy (CAP) of the European 
Economic Community (EEC) is set within a Sv oitly sketched picture of its global 
context. Instead of showing enlightment, however, what is offered here will at 
best show some understanding, and perhaps deepen the understanding of the 
reader, but only after doggedly pursued reading. 

The objective of this study is to quantify the effect of subsidization on 
the production of wheat in the EEC. That is the fine brushwork. The secondary 
objective is to relate the effect of the subsidization in the EEC to the 
movement of Canadian wheat into foreign markets. That is the one-stroke part. 

The analysis presented here does not rely on econometric techniques; it 
has not been left to the computer to create order in a iarge amount of data, 
nor has it been left to regression analysis to determine the relevant variables. In 
abstracto, it can be argued that the outlying observations are the interesting 
ones: the first signs of things that we do not know about yet. It is always the 
observation that does not fit, that falls victim to the ways of regression 
analysis. 

What is offered here, instead, is a detailed look at the CAP, in order 
that an understanding of the EEC system will yield the variables needed to 
quantify the effects of the subsidization. Chapter 2 describes the CAP as it 
applies to wheat, and highlights the general features of the CAP that are 
necessary to understand its working. 

Armed with this understanding, it is possible to determine what 
subsidization means in the case of the EEC: the transfer of money from 
consumers to producers through the maintainance of high producer prices. The 
insights gained in chapter 2 make it also possible to determine which part of 
the total producer price can be conceptualized as a subsidy. The first part of 


chapter 3 details the subsidy concept and the methodology used. The rest 
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contains the presentation of the data which have been used to put a monetary 
value on the subsidy, as conceptualized here, and the data that have been used 
to convert this monetary figure to amounts of production due to subsidization: 
supply elasticities. The calculation used is also presented, as well as the results. 
The production due to subsidization is calculated for the period 1974/75 - 
1980/81, and for 1985, 1987, and 1990. To relate the results to Canada, a 
price tag is attached to the amount of Canadian wheat that is displaced by the 
subsidized production in. the EEC. 

Chapter 4 is the broad picture. The external trade pattern of the EEC is 
examined in some detail and put in the context of three global demand 
projections. The demand projections can only give an indication of the larger 
context in which the EEC production will find itself, but they do provide a 
vehicle for the examination of the relationship between Canadian and EEC wheat 
exports. Thus, they make it possible to reach the secondary objective of this 
study. 

In chapter 5, the conclusion, the foregoing chapters are briefly 
summarised, and their relationship is once again established. Three policy 
recommendations are given. 

That is what is done. What is not done, is the incorporation of the 
differences in quality between wheat varieties into the analysis. Data to 
distinguish between food and feed wheat, and between soft and hard wheat 
were not available. As a consequence, wheat is treated as a homogeneous 
commodity. The awareness that this is a restrictive assumption shows here and 
there, but is of little influence. 

Another thing that has not been done, is the inclusion of Greece, Spain, 
and Portugal in the analysis. Greece has been an EEC member since January 
1982; Spain and Portugal are currently negotiating their entry. That the analysis 
dealing with the past, does not include these countries, needs no defence. Their 
absence in the analysis dealing with the future must be explained. Uncertainty 
about the timing and conditions of the entry of Portugal and Spain keeps them 


out. The necessary adjustment phase will make the impact of their entry only 
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felt towards the end of the decade. In the case of Greece, the adjustment 
phase is the reason for exclusion. So many assumptions were already needed 
to be able to project the common prices till 1990, that the inclusion of a 
small country, which does not even apply these prices, would cause more 
trouble than its small market is worth. 

All volume figures are in metric tons. Other units are specified where 


necessarry. 
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2. The Common Agricultural Policy . 


2.1 Legislative Foundation and Institutions 

On March 25, 1957, the treaty of Rome, establishing the European 
Economic Community, was signed by France, Germany, Italy, Holland, Belgium and 
Luxembourg. It became effective on January 1, 1958 In 1973, the EEC was 
enlarged with the United Kingdom, Ireland and Denmark, and in 1982 it was 
joined by Greece. 

The objectives of the agricultural policy of the community are outlined in 


Article 39.1: 


a. to increase agricultural productivity by promoting technical progress 
and by ensuring the national development of agricultural production and 
the optimum utilization of the factors of production, in particular 
labour; 

b. thus to ensure a fair standard of living for the agricultural community, 

in particular by increasing the individual earnings of persons engaged 

in agriculture; 

to stabilize markets; 

to assure availability of supplies; 

to ensure that supplies reach consumers at reasonable prices. 


@aogo 


The principles of market unity, community preference, and _ financial 
solidarity were codified later in Regulations 19/62/EC and 25/62/EC. Market 
unity is the existence of one market, one price, and one marketing procedure 
throughout the community; community preference is the protection of intra-EEC 
trade; and financial solidarity is the common financing of all actions in pursuance 
of CAP goals. 

The first pieces of CAP legislation for grains date from 1962 (19/62/EC) 
and set the process of market harmonization working. The harmonization ended 
in 1967 with the establishment of common prices throughout the EEC 
(120/67/EC). This basic regulation was replaced in 1975 by Regulation 
2727/75/EC, without changing the foundation of the grain policy. 

Apart from the three principles described above, one can distinguish the 


following cornerstones of the CAP for grain: 
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a. abolition of all national government contro! measures; 

b. reliance on the price mechanism to influence the market; 
c: price differentiation according to location; 

d. inclusion of grain substitutes. 


In order to establish an EEC vocabulary, it is useful to give a _ short 
description of the relevant EEC institutions. 

The Council of Ministers is the primary legislative body. Each member 
state is represented by that government minister under whose jurisdiction the 
matter at hand falls. The Council presidency is for six months and rotates 
among all members. Voting used to be ruled by the so-called Luxembourg 
compromise, which requires unanimity if a member state declares that its vital 
interest is at stake. In the 1982 price negotiations, this agreement was broken 
when the expressed wishes of the UK. were ignored. The results of this 
breach are not yet clear, but a return to the majority decision rule, which is 
enshrined in the Treaty, is likely. 

The Commission is the day-to-day administrative body. Its twenty 
Directorates—General carry out the Council's decisions in as many topic areas. 
The Commissioners are appointed by the individual member states. The 
Commission is responsible for most of the preparation of EC legislation and 
has legislative powers in some matters left to it by the Council. The 
Management Committee for Cereals is the body that administrates the cereal 
regime on a day-to-day basis. It is part of the bureaucracy of the Commission. 

The European Parliament has mostly a watchdog and advisory function. Its 
members are elected directly. Except for some increased powers in the 
budgetary process, the Parliament is impotent. 

The Fonds Europeen dOrientation et de Garantie Agricole (F.E.O.GA) is the 
mechanism through which the CAP is financed. It consists of a guidance section 
through which structural measures are financed, and a guarantee section which 
finances the price support system. It is funded by all levy income and by 1 


percent of the value added tax (VAT) receipts of all member states. 
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Notwithstanding the extensiveness of EC legislation and its deep 
penetration in the agricultural sections of the member states, the EEC remains 
basically an intra- and not a _ supra-national organization. The main decision 
making power is in the hands of the Council and thus in the hands of the 


member state governments. 


2.2 The Pricing System 


2.2.1 The benchmark prices 

The intervention price is set at Ormes. Ormes is the major market centre 
in the lower Paris basin, the area with traditionally the largest physical surplus 
of wheat in the EEC. The intervention price is the guaranteed minimum price. 
The interventionary agencies are obliged to accept all the locally produced 
cereals offered to them if the market price sinks below this price. Only quality 
can be a restricting factor. One intervention price is established for feedwheat, 
barley, and corn. For wheat of bread-making quality, a reference price is set at 
about 15 percent above the intervention price. The intervention price for rye is 
to coincide with the one for feedwheat, barley and corn in the 1982/83 
marketing year. This pricing structure, referred to as the silo model was 
introduced in 1976/77 to streamline the regulatory system and to minimize the 
market interference. Under this pricing regime, the market price of the different 
cereals will be determined by their relative feed value. There is a _ separate 
intervention price for durum wheat. 

The target price is derived by adding (a) the transport costs between 
Ormes and Duisburg, in the area with the greatest cereal deficit in the EEC; 
and (b) a market element, to the intervention or reference price. The market 
element for wheat of bread-making quality, rye, and durum reflects the 
difference between the market and the intervention price in Ormes in normal 
circumstances; for barley, corn, and  feedwheat, it also represents the 


differences in relative feed value. 
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The threshold price is determined by deducting the transportation cost 
between Rotterdam and Duisburg (barge traffic), a handling charge, and a 
commercial margin from the target price. The threshold price is the minimum 
import price and ensures that the target price cannot be undercut by third 
country imports. 

These benchmark prices are determined annually. They are, however, not 
stable over the year (August - July for cereals). To prevent the whole crop 
from being offered for intervention right after harvest, the prices are subject 
to monthly increments to reflect on-farm storage costs. The threshold price is 
increased every month,and the intervention price in each of the first ten 
months. The intervention price in the last two months of the marketing year are 
the same as in the first month. The reference price is only valid in the first 
three months. Table 2.1 gives the relevant prices for soft wheat for the 


1981/82 and the 1982/83 marketing years 


2.2.1.1 The Objective Method 

The level of the benchmark prices is determined by the Council of 
Ministers, based on proposals put forth by the Commission. One of the 
ways in which the Commission comes up with its proposals is the 
Objective Method, which is aimed at yielding price increases that will 
ensure the survival of efficient farms. 

The Objective Method is a cost plus pricing mechanism. In each 
member state ‘Reference Farms’ are selected and data concerning their 
labour and other costs are gathered. To qualify as a reference farm, it 
must be able to yield an income per labour unit between 80 and 120 
percent of the average comparable non-farm income in that region. The 
costs are adjusted using cost trends and movement in comparable incomes 
over the last three years. To account for productivity increases, a flat 1.5 
percent is deducted. This is done for each member country and the results 
are adjusted for the movements of the national currencies against the ECU 


(see chapter 2.2.2). The ‘common’ price then emerges after the national 
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Table 2.1: The 1982/83 Soft Wheat Prices. 


1982/83 1981/82 percentage 
increase 


ECU/ton DiVV¥ton ECU/ton OM/ton in ECU in DM 


Breadmaking wheat 
reference price 209.10 538.48 NSZR2ae SAMOS 8.50 5.2 
average quality 

Feed wheat 
intervention price 179.275; 46166 165.237 "438.95 8.50 Di 


target price OBO e6S4S8N0 230.55167248 to8.70 5.4 


Source: Toepfer,June, 1982 


prices are weighted according to the national share of EEC agricultural 
output (de Veer, 1979; Swinbank, 1979). 

Discussions about the ‘Objective Method’ date from the very 
beginning of the CAP, but it was not until the 1972/73 proposals that 
objective criteria were used The following period saw _ increasing 
refinement in the statistical formulations used. 

It has been recognized by the Commission that this method cannot 
be the only pillar upon which to build the pricing proposal. Cost plus 
pricing does not necessarily lead to market equilibrium. Thus, increasingly 
the other criteria have been used in the formulation of the proposal. The 


final pricing decision is again another step. 


2.2.1.2 Political Influence 

Historically, the political wrangling in the Council has made the 
outcome of the price negotiations higher than the Commission's proposal. In 
1975 the outcome of the Objective Method was a price increase of 4.2 
percent, the Commission's proposal was 9 percent and the Council's 
decision was 96 percent. For 1978, these figures were 4.2 percent, 2 


percent and 2.4 percent respectively (Swinbank, 1979). 
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The EEC is comprised of countries with very different agricultural 
sectors; with differently structured economies overall. This results in 
different views on the height of the common prices. 

Germany has a long history of strong protection which has 
fostered inefficiencies in the farming sector, especially because it slowed 
down the development towards larger farms and the adaption of new 
technologies. The economic strength of the Bundesrepublik makes high farm 
prices necessary to keep farm income in line with other incomes. The 
affluence of the consumers explains the indifference towards farm policy. 
The agriculture minister has traditionally been a senior cabinet member, and 
has had little opposition to a high farm price policy in the past 
(Tangermann, 1979). 

The United Kingdom has an efficient agricultural sector which can 
achieve an acceptable level of farm income at a relatively low price level. 
The relatively low non-farm incomes and its traditional role of importer all 
support a low farm price policy (Ritson and Tangermann, 1979; Marsh, 
197 9): 

France has a mixed farm structure with a highly efficient grain, but 
a_ inefficient livestock sector. The weakness of the franc makes the 
government lean towards low food prices as an anti-inflationary method. 
This results in a very mixed pricing policy (Ritson and Tangermann, 1979; 
Clerc, 1979). 

The pricing decision in Italy is also subject to very different 
influences. Italy is an exporter of Mediterranean products and profits by 
high prices for these products. It imports temporate zone products and 
stands to gain by low common prices for these products To keep 
agricultural income in line with other income, it is necessary to keep 
prices high, notwithstanding the low per caput income compared to most 
other EEC members (Ferro, 1979). 

In general, it can be seen that the CAP, with its common financing 


and its community preference, inclines exporters to higher prices and 
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importers to lower prices (Ritson and Tangermann, 1979). All these diverse 
pressures find their way to the negotiations in the Council. The necessity 
of each agriculture minister to come out of the price negotiations looking 
good, results in extensive horse-trading of price increases, resulting in 
higher prices than proposed by the Commission. That there is a possibility 
to reach common prices is mainly due to the system of green rates and 
monetary compensatory amounts (see chapter 2.3) which makes different 


domestic price levels compatible with common prices. 


2.2.2 European Currency Unit and the European Monetary System 

The common prices are denominated in European Currency Units (ECU), an 
accounting device used since the introduction of the European Monetary System 
(EMS) in 1979. The ECU is based on the member states’ currencies of which it 
contains certain quantities in accordance with the individual countries’ share in 
the Community's gross domestic product and intra-Community trade. Thus, each 
country’s currency is represented in the ECU on the basis of its trade weighted 
economic strength. Each member's currency can be expressed in ECU's using 
bilateral exchange rates and it is part of the EMS to keep fluctuations in the 
value of national currencies within 1.125 percent around this rate. Larger 
fluctuations must trigger central bank buying or selling and general economic 
measures to defend the exchange rate fixity. Changes in the central rate can 
only take place in consultation with the other members. Although the pound 
sterling is used in the calculation of the ECU, the British government has 
decided not to join the EMS, and does not hold itself to the rules laid out 
above. Italy keeps its currency in a 6 percent band around the central rate. 
Greece will not join the EMS before 1986, and the drachma is not represented 
in the ECU. 

The calculation of the S/ECU exchange rate, important for the calculation 
of the levy (see chapter 2.4.2), is derived by comparing the official daily dollar 
(U.S.) spot rate of the EMS countries and the U.K. with their central ECU rate. 


By dividing for example the $/DM. rate by the ECU/D.M. rate, a $/ECU rate is 


ad 


: oi: i 

‘ . a A wer 
i @ hee ey pe 
‘ ; = 6 on =~ t 
acevik saad AA) JES Oh. ceenipme rT ANS nag mes sant = i ‘va 


_ 


inanlOry et) Sivoo wt ni Canicuenagen sry. “of Ww wantt? bist st 
exiiian! snartelteass iE SRT tee) Bao y AMTIOD a? “ag aenny oyuttubege nie 
i. priitnes 70890 WI) FONG tO “OEM Se sae ce ite mt aringa” 
rif sors et. & Sen art). .cOlgeawARGS. a0 vg bate, eit vant: 
1 Cement igi —\ | Srey. 2a Pit Cet f lzensniien ve ] 
Ae notehog ehiv, siaiegmes het BAG ous 

‘ 
a2 yeelteUe nage eri one 4 we een: & nanowe 


De ery Ms sat re 5 sot) 4 ‘PSD waist 


oe as rae Qasy SP yt Te FT wy Qunie) Heep “aqivet) 
fh priory, ite, nee UY as" been of Cott oan 
b> tesibin teri. eaite- Rls a3 ibe (ol oot THES te 
; j y - _ 
el EM “Aru st “>t ne? Dees te] jeer A, 2 a9 25 NOT ‘ 
> gp Aye . a7 Py AS Bt8c) be fl hee: aie, a ‘ieftrig: a, Lis ai ¥orwS pe yg 


Jonata etka Gah es Apo ‘sore | rise5 vougiase \a 

’ coats) eta il aod, CRA Sr oS Cay a) CR hea pitew Sun 

epial feat Sipe) gaeied .<t iw geht od eee: tel 
qrene 54 gia wie uhihsa 0 Bway iribe _— 5 git *diert 

was a Ay elpet SS an® yqel’. ont singe Ve era Gey a 

eS ; oh Aiyargit SSA a) Ie? Sr he Ty, CeEet wer | woghey oer 7, 

eh himenevap, (pdt 9a Aveoas? 7 ootmigos ant mn oeee\ ga 
Maeno alu, 00,0 ee Slot toa Seou. ote) 2048 ant md( of sien 

Cy IGS AAP kta sore ree die Set 2 Ps m™ VGogyess ail pqpae bell ee 

Waterson! - for) x: Vivisems Ee ite ARES PSAs aft +5) tom lee 


Hopetgsihe Gt ops Wwarwig:t  aM> States WOMG acc ee re aly 
We: Vie ainitta— edt orn 63: aga Te 1 © 

_* 3 Se ae Aho. aes yyan-ale 
Pe WSS) lees aver Ay Ais aS bat) ealiyrers= CM) “WAL be. 0861. sot 


- e - 


ei mt ge ‘a ate tiiice ad aes vad: i Sala ert ern age? 


ine = | | rT] | 7 
ce ee ) Ce is er? 


_ arrived at. The arithmetic mean of all these calculations is the $/ECU rate, also 
known as the currency factor (Toepfer, 1981: 44). 

The common prices are converted into national currencies via _ the 
appropriate exchange rates: the green rates (see chapter 23) Before the 
introduction of the EMS, the common prices were set in units of account. The 
introduction of the ECU was done in such a way that price levels did not 
change. The value of the unit of account, however, was determined differently 
than that of the ECU, which changes the effects of an exchange rate change 
of one of the members (see chapter 2.3.1). 

For an indication of national currency/ECU exchange rates, see table 2.2. 
The national currency/ECU rates are subject to change, reflecting the changing 
macro-economic situation in the EEC member states. The EMS does not ensure 


exchange rate fixity, but only fixed and adjustable rates. 


2.3 Green Rates and MCA’s 


2.3.1 Emergence and organization 

The main source of light on this subject has been Irving and Fearn 
(1975). In 1969, the French franc devalued, which would result in higher food 
prices if the common prices would be converted into francs at the new rate. 
Unwilling to accept this, the French government requested and was granted by 
the Council permission to use the pre-devaluation exchange rates for agricultural 
purposes. A_ devaluation of the German mark in 1969 and the general 
breakdown of the Bretton Woods system of fixed but adjustable exchange 
rates after 1971, proliferated the use of special exchange rates for agricultural 
purposes: green rates. To prevent trade flows due to this divergence between 
green and market rates, Monetary Compensatory Amounts (MCA) were created. 
MCA's equalize prices at the border; they are export levies and import subsidies 
for countries with a green rate above market rates (depreciating currency) and 
export subsidies and import levies for countries with a green rate below the 


market rate (appreciating currency). 
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The introduction of the EMS greatly simplified the MCA system. There 
are basically fixed market rates of exchange between the countries of the EMS. 
This, coupled with the stability in green rates, which can only be changed by 
the Council on behalf of the member states, results in fixed MCA’s. The actual 
amount is calculated as follows: The difference between the market rate and 
the green rate is expressed as a percentage of the market rate. the MCA 
percentage. The multiplication of the MCA percentage with the intervention price 
in local currency yields the actual MCA. 

Two refinements are in place to fine-tune the system: 

a. In order to compensate for trade that takes place at prices below 
the intervention price, such as trade with non-EEC members and trade 
with new members in their adjustment phase, the MCA is adjusted 
with the Monetary Coefficient. The coefficient is equal to 1.00 - 
MCA%/100 for countries with appreciating currencies and to 1.00 + 
MCA%/100 for countries with a depreciating currency. 

b. A compulsory reduction of MCA’s has been introduced. Weak currency 
countries reduce their MCA percent by 1.5 percent and_= strong 
currency countries by 1 percent. The 1.5 percent reduction has been 
in force since 1976 and the 1 percent reduction was introduced in 
1979. | 

To clarify the calculation of the MCA percentage, the figures presented in table 
2.2 can be used. The market rate of exchange of the Belgium Luxembourg 
Economic Union is 44970 (A) and the green rate is 42.977 (B). Expressing the 
difference between the market and the green rate as a percentage of the 
market rate by calculating (A) devided by (B), times 100, minus 100. The result 
is 46 percent. This is to be reduced by 1.5 percent to arrive at the MCA 
percentage as it is used in the calculation of the actual MCA: 3.1 percent. 

For those countries that do not adhere to the strict rules of the EMS, 
it is necessary to calculate variable MCA’s. This is done by taking the 
unweighted average of the percentage difference between the central ECU rates 


of the EMS countries expressed in the floating currency via its green rate and 
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the central ECU rates of the EMS countries expressed in the floating currency 
via the five-day average market rate. The MCA percentage, thus derived, is 
used to calculate the actual MCA as outlined above. The same refinements apply. 

In the days before the EMS, an exchange rate fluctuation resulted in a 
MCA in the depreciating or appreaciating country, leaving the MCA’s in other 
countries unchanged. The definition of the ECU ensures that the national 
currency/ECU rate will change for all member countries in the case of an 
exchange rate change of one of the members, and thus changes all MCA's (ISEI, 
197 Sb). 

The introduction of the EMS changed the environment of the MCA's. In 
1979, the Commission proposed a liquidation of existing MCA’s in four years 
and a phasing out of new MCA's in two years, the time in which, on_ the 
average, the agricultural economy adjusts to an exchange rate change (ISEI, 
1979a: 12). No formal agreement has been possible on this subject, but there 
does exist a working agreement between the EEC members to liquidate new 
MICA’s within two years, provided that this does not lead to lower producer 
prices in the member states. 

The MCA's in effect on July 19, 1982 are shown in Table 2.2, noting 
that a positive MCA means the MCA of a country with an appreciating currency 


and a negative MCA that of a country with a depreciating currency. 


2.3.2 Effects of MCA 


2.3.2.1 Internal trade 

The MCA system distorts production levels in each member state. 
Production of wheat has been expanded in countries with a positive MCA, 
because the MCA system kept the domestic price from _ falling and 
increased the protection above the level afforded by the variable levy 
system. 

MCA's also influence the demand side. They forestall a dampening of 


demand in the depreciating currency countries and keep demand from rising 
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Table 2.2: Exchange Rates and MCA Percentages, as applicable in July, 1982. 


Country ECU Central Rate Green Rate MCA Percentage 
Germany 2.334 2.657 Feline 
France 6.614 6.196 = ene: 
Italy 4350:270 1227.000 (variable)-6.6 
Holland 2060 2.814 eS 
BLEU x 44.970 42.977 Fuse 
U.K. 0.557 0.619 (variable)+9.6 
lreland 0.691 0.685 0.0 
Denmark 8.234 8.184 0.0 
Greece 66.507 64.860 0.0 


* Belgium/Luxembourg Economic Union 
Source: Toepfer, July, 1982 


iN appreciating countries. 

Rodemer (1980), using trend analysis, comes to the conclusion that 
the MCA system has turned back the structural changes which occurred in 
the harmonization phase (1962-1967). During this phase, those countries 
with relatively low pre-CAP prices (eg., France and Holland) increased their 
share of EEC output of agricultural products rapidly. In countries with 
relatively high pre-CAP prices (eg., Germany and Italy), the share of EEC 
output fell or developed slower. The MCA system effectively reverted 
those structural changes. Countries with a _ positive MCA increased their 
percentage of EEC output, which for Germany was a trend reversal and 
for Holland a trend acceleration. Countries with negative MCA'’s saw _ their 
percentage of EEC output fall. French output increase was below the EEC 
average and even lower than in the pre-CAP period; Italy's percentage of 
EEC output has been diminishing since 1969. 

Lozeby and Venzi (1978), though very careful in their choice of 
words, indicate that the MCA system has favoured intra-EEC exports of 
strong currency countries; that, in general, it increased their competitiveness. 

ISEl (1979a) lists several other effects, including: 

a. violation of the principles of equal prices; 
b. no more free movement of goods between member states; 


Cc. redistribution of income between member states. 
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2.3.2.2 External Trade 

Third country trade is subject to levies and subsidies to insulate the 
EEC market from the rest of the world (see chapter 2.4.2). Positive MCA's 
are added to these levies and refunds and negative MCA’s deducted from 
them. However, it should be noted that MCA’s are internal EEC money 
flows; the importing or exporting country nets the MCA against the 
appropriate import levy or export subsidy. The levy is recieved and the 
subsidy is paid out before the MCA is applied. 

For an exporting third country, this means that the MCA’s do not 
have an influence on the levy payable. MCA’s do, however, influence the 
net landed price since the member state nets the MCA against the levy. 
The net landed price decreases with the amount of MCA in weak currency 
countries and increases with it in strong currency countries. Theoretically, a 
negative MCA increases the propensity to import and a positive MCA 
decreases it. Thus, farmers in countries with an appreciating currency enjoy 
a higher level of protection, vis-a-vis, third countries than farmers in 
countries with depreciating currencies. 

For EEC countries exporting outside the community, the MCA do 
what they set out to do: they equalize prices at the border. Thus, the 
MCA’s ensure that extra-EEC trade is not discriminated against on the basis 


of origin. 


2.4 Trade Regulatons 


2.4.1 Internal Trade Regulations 

There are three different kinds of intervention, A, B and C, of whicn 
intervention A is by far the most important (Toepfer, 1981). The intervention 
agencies, national bodies entrusted with the actual administration of the CAP, 
have a legal obligation to accept grain that is offered to them at the 


intervention price, provided that it meets certain quality and quantity standards 
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(see Appendix A for quality standards). The quantity standards vary in relation to 
different market situations and range from 10 tons in Greece to 500 tons in 
France and Denmark. Also, the quality standards can be altered by _ the 
Commission to allow for special conditions such as extensive frost damage. This 
is Intervention A and is available throughout the crop year for feed wheat and 
in the first three months of the crop year for wheat of bread-making quality, 
although limited amounts have been accepted after this period in cases where 
the market price fell well below the reference price. 

Intervention B is the offering of storage contracts to merchants to 
withhold grain and thus forestall a glut in the market and Intervention C_ is 
special intervention buying at the discretion of the Management Committee for 
Cereals. These two intervention mechanisms allow for an active market regulation 
and are supported by an active export subsidy program. 

Intervention stocks can be sold in the domestic markets, but only if this 
does not depress domestic prices. It cannot be sold at a price less than the 
intervention price plus a certain margin. This margin was 1.8 ECU per ton in 
1981/82. Freight allowances may be paid to move grain into areas where 
demand exists. 

To guarantee a continuous supply to processors, an end-of-season stock 
subsidy is given. Without it, all not-yet-marketed grain would be offered to the 
intervention agencies in May, the last month in which the intervention price plus 
increments is valid. The height of the subsidy is dependent on the difference 
between the intervention price plus increments in the old marketing year and the 


new intervention price. 


2.4.2 External Trade Regulations 

The difference between the lowest cif. offer price in Rotterdam and the 
EEC threshold price, is appropriated by the EEC via an import tax. Since the 
cif. price is not fixed, this tax takes on the form of a variable levy. The 
lowest cif. offer price is determined daily after standardizing all qualities of 


grain offered on the basis of the European Standard by means of Coefficients 
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of Equivalence (see Appendix B). Thus, not the absolute lowest offer price, but 
lowest quality adjusted price is used in the calculation of the levy. 

The levy is applicable throughout the community with the exception of 
Italy, where it is lower to reflect higher transportation costs and poor handling 
facilities. The levy is also lower for certain countries with a special connection 
to the EEC, such as the Lome conference countries and several countries in the 
Mediterranean basin. 

Importation is regulated by licences, issued by the national market 
regulating authorities. Exports are subject to licenses too. This gives the national 
governments and the Commission, which has powers to temporarily suspend 
licenses, great discretionary power in the direction of trade flows. 

With intervention prices normally higher than prices prevailing on the 
world market, export subsidies are necessary to market European grain outside 
the EEC. The Management Committee for Cereals fixes these subsidies on a 
weekly basis, taking into account: 

— grain prices in various EEC markets; 

- the most advantageous price quotation in the importing countries; 

— the stability of the EEC market. 
The Management Committee for Cereals can change the subsidy midweek _ if 
market conditions demand this. Subsidies also vary with the distance to the 
export market. 

Thus, the subsidy does not represent the difference between prices 
prevailing on the world market, measured by whatever proxy, and EEC prices in 
the same cut-and-dry way as with the levies. The export subsidy is essentially 
a management tool for the internal EEC market. 

Technically, the exports are divided into two _ categories: the weekly 
tender programme and the standing subsidy programme. Under the first, the 
exporter submits the amount he wishes to export and the subsidy required to 
the appropriate market regulatory authority. All tenders requiring a subsidy less 
than the subsidy fixed by the Management Committee are accepted. Most 


exports go this route. Under the latter, grain moves to a few traditional and 
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predictable customers such as Spain, Austria and Switzerland. Subsidies under 
this program are set periodically by the Commission. 

Apart from these, there is the food aid program. Grain offered through 
this program is free of charge. Most of it comes out of intervention stocks, 
but in special cases it can be bought in the EEC market or even outside of it. 
(see chapter 4.1.3) 

The CAP was explictly discussed during the Tokyo rounds of the GATT. 
In the political negotiations, the external trade regulations of the CAP have been 
accepted by the other signatories, including the US. This is the reason why the 
GATT cannot be invoked by the US. in their disagreement with the EEC over 
the export restitutions, while the EEC can and did bring the US. export 
methods before the GATT. 


Seu saigicsoc:, owwirere = shia smece se ree : 
MysetinRes a | “an Viner ra Tray 
eugt erent? wit. pe bis bea) mA af ‘erat semi mone : 7 : 
lal yy SaNtOS 1.16 eh aods. Fopeert ie « ape ig 
se] See fuor <Yeaoaer 1) Jeg) ea oi BI. J] 
al) Se 
att Puyo hasveuset . vil: ‘aie aay TA) wth 

: — 
ies 2s iets ar - MT im cola! 7 
er, aeuite yb cite te ogee altt yo ~~ 
att Aire. ° oe) Ta gua et RT Per ke i Navi) @al OE 


a) atin Hoi pens? = Ie 


ae 


"TAS qr? ete fed 


3. CAP Subsidy Effect Quantified 
In this chapter a quantification of the effects of the EEC pricing regime 
will be given. The amounts with which the EEC farmers are subsidized and the 
amounts of wheat produced due to this subsidization will be calculated for the 
period 1974/75 to. 1980/81, -and for .1985,..1987, and 1990. A myriad of 
assumptions is needed to make the latter possible. The methodology is modelled 


after FAO (1973). 


3.1 Methodology 


3.1.1 Prices 

The EEC price for wheat is normally above the price at which wheat is 
offered on the spot market in Rotterdam. Economic theory suggests that extra 
production comes forth at higher prices, the relationship between the two being 
measured by the supply elasticity. 

In order to estimate the subsidy amount it is not necessary to go to a 
detailed examination of the EEC budget. True, EEC money is spent to keep 
producer prices where they are through intervention buying and export subsidies. 
But, ultimately, it is not EEC money that is used for the subsidies. It is the 
consumer in the member countries that bears the onus of the subsidization, 
through the tax system which gives 1 percent of the VAT to the community, 
and through the price of food The levy income of the EEC is also paid by 
the consumer. The importer, by paying the levy, gains the right to sell his 
product in the EEC markets at the prices prevailing there and he is thus able 
to roll the levy cost onto the consumer. 

Subsidy is used here in a broad sense. It is not true that the producer 
receives an actual cash payment. He receives the EEC market price, but part of 
this price can be conceptualized as a subsidy. It is the amount that would have 
to be paid out to the producer if the CAP were to disappear overnight and 
producer income were to remain at the same level. Thus, the EEC producer 


price can be divided into a market component and a subsidy equivalent. 
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The description of the CAP in Chapter 2 makes it possible to find the 
relevant price levels. The top level is found by seeing the CAP as an elaborate 
system to ensure the producer a certain price. The price effect of imports is 
neutralized by the variable levy, the price effect of surpluses is countered by 
export subsidies; and the effects of macro-economic changes are delayed by 
the MCA system. It is thus the producer price in local currency that is the top 
price level determining the subsidy equivalent. 

The bottom level, the price with which the EEC price is to be 
compared, is less straightforward. It is not realistic to refer .to something as a 
free market price. This assumes that it is possible to consider the wheat 
market without the CAP; that, if the CAP were abolished, all member states 
would abstain from any kind of market interference on a national level; and that 
only the CAP stands between reality and a freely competitive market. Since the 
subsidy equivalent is conceptualized as the subsidy to be paid to keep farm 
income constant in the absence of the CAP, the price to compare the EEC 
price to is the price at which wheat would be available the morning after the 
CAP disappeared: the c.f. offer price in Rotterdam. 

It must be clear that this is an heuristic exercise. An overnight abolition 
of the CAP would plunge the wheat market into chaos; futures markets would 
be closed; people would hang on to or unload all their stocks depending on 
how they reacted in panic; and one can only guess where the price would 
stabilize again. But, the cif. price in Rotterdam can serve as a tool to discover 
which part of the EEC producer price is to be viewed as a subsidy equivalent. 
All CAP regulations are only necessary because of the difference between the 
price inside and outside the community. In order to estimate the effects of 
these regulations, the price outside the EEC is relevant and the cif. offer price 
in Rotterdam is the price at which, at any given day, wheat is available at the 
borders of the EEC. 

The subsidy equivalent per ton times the current level of production is 
the cost to the society of the marginal production. The subsidy equivalent can 


be expressed as a percentage of the producer price. the PSE %. This 
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percentage gives the proportional decrease in the producer price if the 
non-subsidized price level were to prevail. If the non-subsidized price level 
were to prevail, the marginal production would not come forth and the cost 
would not be incurred by society. 

Supply elasticities have been used to calculate this marginal production. A 
supply elasticity can be seen as the percentage change in output following a 1 
percent change in price (ceteris paribus). If the PSE % gives the percentage by 
which the producer price does not decrease due to subsidization, then the 
marginal production due to the subsidization is given by the multiplication of the 
subsidy equivalent percentage and the supply elasticity. 

The EEC farmer reacts in his production decision to the level of the 
domestic prices. The producer price can be divided into a market component 
and a subsidy equivalent, with a corresponding seperation of his total production 
into a market and a marginal portion. If the subsidy equivalent is known, the 
marginal production can be calculated using suitable supply elasticities. This 
marginal production is the production due to subsidization. 

The supply elasticity is a marginal concept, relating the change in supply 
to the change in price. The marginal production of wheat in the EEC is 
determined by the difference between the producer price and the lowest cif. 
offer price. If these two prices differ substantially, then the production due to 
subsidization becomes a large part of the total production, and it becomes 
questionable whether a marginal concept, such as the supply elasticity can be 


used. This question will be discussed in more detail in chapter 3.2.4. 


3.1.2 Structure 

Production is not only determined by price. The structure of _ the 
agricultural sector is also of importance. To name but a few aspects: the size 
of farms; technology used; number of people employed; and availability of 
credit. 

Direct EEC expenditures under the Guidance Section of the FEOGA have 


been limited. EEC policies directed at the structure of the agricultural sector 
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remain undeveloped, although there have been several efforts to stimulate 
structural policies, most notably the Mansholt plan of 1968. The expenditures 
under the Guidance Section, although growing slightly, are still less than 5 
percent of the money spent under the Section Garantee. 

However, not all money spent on agriculture in Europe is EEC money. 
Marsh (1979: 373) mentions that total national expenditures on agriculture are 
twice those under FEOGA. This figure is born out by Meester (1980: 189-192) 
and by an examination of the recent West German agricultural budget (Agra 
Europe, July 16, 1982). Most of expenditure on agriculture, spent nationally, is 
spent on structural policies including social security systems for the agricultural 
sector, research, land amalgamation, and the running of the agricultural 
bureaucracy proper. Most of the FEOGA funds, and the transfers of money to 
the FEOGA are part of the national expenditure on agriculture, are spent on 
price support. Thus, it can be said that roughly the same amounts are spent on 
prices as on structure. 

Money spent on structural measures only enters into this study in an 
indirect way. It is ignored in the calculation of the production due _ to 
subsidization. On a year-to-year basis, the structure can be taken as given. In 
this study, each year is looked at seperately and for each year the production 
due to subsidization is estimated without reference to the previous years. 

The structural improvements show up, however, as part of the trend of 
expanding production. Production of wheat in most EEC countries grows 
because of a shift of capital into wheat. It also increases because of the gains 
in efficiency in the agricultural sector. With the same amount of resources, 
more and more output is generated: the production function is shifting upwards. 

Yields of wheat improved by 70.6 percent between 1961/65 and 
1978/80 in France, with the EEC (9) average increase at 57.1 percent; the 
labour force in agriculture is now half of what it was in 1960; and real 
investment increased twofold in Germany and France, and fourfold in Holland 


and Belgium in that time period (Agricultural Outlook: various issues). 
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3.2 Data 


3.2.1 Prices 

The prices for the period 1974/75-1980/81 come from the Commission 
(1982). The producer prices used are the market prices in local currency, if 
available, of feed wheat. Otherwise, the intervention price was used, increased 
by the ten increments and averaged out over the marketing year. The lowest 
quality adjusted cif. price in Rotterdam was used to reflect the generally low 
quality of European wheat. This is the price used in the calculation of the 
variable levy and is quoted in ECU's. The price is quoted in units of account 
until 1977/78 and converted into ECU. With most wheat in Rotterdam 
denominated in US. dollars, this ECU quotation is calculated via the $/ECU 
exchange rate, which is constructed with the $/local currency market rate. The 
ECU quotation is therefore converted into local currencies via the market 
exchange rate. The average market exchange rate was converted from value per 
calendar year to value per crop year. 

The estimated prices for the year 1985, 1987 and 1990 come from 
Josling and Pearson (1982). They are derived as follows: 
The decision on common prices is assumed to be ruled by: 
Li no decrease in nominal prices in each member state; 
a: increase of national price level does not exceed previous year's inflation. 


Within these broad guidelines, three pricing strategies are distinguished: 


a. MaxMax--—inflation is compensated in all countries; 

b. MinMax-—inflation is only compensated in the country with the lowest 
inflation; 

Ci MaxMin-—inflation is not compensated; only the absence of a nominal 


price decrease is assured. 
To be able to actually calculate the pricing paths, more assumptions have to be 
made: 


3. The development of inflation rates in the member states and the US. 
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Independent econometric estimates supplied by the International Economics 
Division, ERS-USDA are used. 

4. Exchange rates reflect inflation rate differentials: the Purchasing Power 
Parity theory; 

5 A revision of the ECU definition restores the situation of 1979; 

6. The working agreement to phase out new MCA’s_ in two years is 
honoured. The green rates will follow the market rate with a two year lag, 
the interim period being covered by MCA’s. 

Assumptions #1 and #2 give the development of the market rates of exchange, 

#3 refines them, and #4 determines the green rates. The pricing strategies are 

determined. 

The “world price” is assumed to be constant in real terms in 1979 
dollars. Since wheat is denominated in U.S. dollars in international trade, the 
nominal price of wheat will follow the US. inflation rate. EEC currency prices 
can be calculated. The world price is also presented under the assumption of a 
real annual price change of 2 percent. The choice of 1979 as a base year 
seems warranted. The subsidy amount that year was close to the average for 
all member countries. And also the production was close to the trend (Uhlmann, 
1980). 

For the calculations in this study, the EEC prices according to the 
MinMax strategy will be used This price path is the closest to the price 
development in the 1970s. The world price will be used under the assumptions 
of constant and 2 percent annual decreasing prices. The assumption of a 2 
percent annual increasé in world price has to be rejected on the ground of 
inconsistency with the results of the demand projections used in this study (see 
chapter 4.3). ‘world price’ is not the lowest cif. offer price in Rotterdam. If, 
however, the 1979 lowest cif. offer price is inflated at the US. rate, the 
results are very close to the ones presented here. It should also be noted that 
the Josling and Pearson study calculates target prices. To convert these into 
intervention prices would give a semblance of accuracy, which does not exist in 


the forecasts. The target prices have been maintained. 
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The Josling and Pearson study indicates that, under the MinMax and the 
MaxMax pricing strategies, the EEC budget will be exhausted before 1990, 
creating the need for either an increase in EEC income or the institution of 
quantity control measures. Here it will be assumed that, if necessary, the EEC 
member states will find a way of funding all FEOGA expenditures. It has been 
suggested that the entry of Spain and Portugal will be an auspicious moment to 
increase the 1 percent VAT contribution (Blom and Meester, 1982). 

Feed wheat prices have been used throughout, although there is a 
reference price for wheat of breadmaking quality. However, no. statistics are 
available on the amounts of wheat bought at this price. Thus, the subsidy 
amount is somewhat underestimated. This underestimation is reduced by the fact 
that the lowest cif. offer price is used throughout, while the price of wheat 
of breadmaking quality should be compared with the price of the North 


American hard wheat varieties. 


3.2.2 Supply 

Production data for the period 1974/75-1980/81 come _ from_ the 
Commission (1982). The data are for soft wheat. Data for durum wheat are 
available, but have been ieft out of the analysis because of the different end 
use. Durum and soft wheat taken together exhaust the acreage of total wheat. 
No production data of hard wheat varieties are available. 

Data on the expected production in 1985, 1987 and 1990 came from 
Uhiman (1980). Using trend analysis, the area and yield in the member states are 
estimated and a production estimate is calculated. Where data for the individual 
countries were not available, EEC averages were used. The analysis does not 
distinguish between soft wheat and durum wheat. For France and Italy, the only 
two member countries which grow durum, this has been adjusted by assuming 
the durum acreage constant at average level of the period 1974/75-1979/80: 
150,000 hectares in France and 1.5 million hectares in Italy. The durum acreage 
in France varies around the average value. In Italy it is relatively stable. These 


figures are generally in line with Boddez, et al (1980). 
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3.2.3 Demand 

Utilization data for the period 1974/75-1980/81 came from_ the 
Commission (1981). They include seed, feed, food, and industrial use of soft 
wheat. 

Expected utilization of wheat in 1985, 1987 and 1990 has been 
assumed stable at the 1979/80 level. This can be defended on the following 
grounds: 

1 Population growth rates are very small or even negative. Woehlken and 
Salamon (1982), in a disaggregate study, put the rate for the EEC (9) at 
0.09, with the range being from -0.37 for Germany and 0.43 for France. 
Other studies use higher rates but these are older and on a more 
aggregate level (eg, USDA, 1971; 1978). The Woehlken and Salamon 
estimates are in line with those used by Boddez (1980) and slightly lower 
than those in Uhimann (1980). 

2. Aggregate EEC wheat requirements have been stable over the past decade 
(USDA, 1981: 14). The total utilization of soft wheat decreased in the 
period 1973/74-1978/79 with an annual rate of -0O.3 percent (Commission, 
1382). 

3. Per caput use of cereals for human consumption is decreasing (Uhlmann, 
1980, Woehlken and Salamon, 1982). 

4. The feed sector is the only dynamic element in wheat utilization, but is 
unlikely to be a growth component for wheat use: 

-The feed industry is very cost-conscious. The use of non-grain feed 

ingredients increased 250 percent between 1974 and 1979 (Toepfer (b), 

USDA, 1981); the production of corn increased 250 percent between 

1960/64 and 1980, while the total grain production increased 150 percent. 

— the silo pricing system will leave it to the market to find prices for 

the different grains, relative to their feed value. 

oi The 1979/80 level of wheat utilization is slightly above the average of 
1974/75-1980/81; it is the level in the first year of the EMS, which 


promises less dramatic differences in national price levels and a more 
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stable demand structure. It also should be remembered that the prices of 


1985, 1987 and 1990 were estimated on this basis. 


3.2.4 Supply Elasticity 

The supply elasticities used are an amalgam of estimates from different 
sources. The choice of supply elasticity is critical for the see of the 
production due to subsidization. The literature on this subject yields the supply 
elasticities for wheat shown in table 3-1. 

Supply becomes more and more responsive to price with the inclusion 
of time. At any given moment the supply is fixed It is only if one looks at 
supply over time that there is a _ possibility of change. Supply can be 
manipulated via the planting decisions of the individual farmer and via_ the 
variable inputs such as fertilizer. Over the longer term all inputs can be seen as 
variable, even land and technology. thus, over the long term supply will be 
more and more subject to change: the supply becomes more and more elastic. 
It is, therefore, to be expected that supply elasticity estimates that are derived 
from a long time series of production responses to price changes will be 
higher than those derived from shorter time series or cross-sectional data. 

For the UK., the elasticity estimates that use a base period before the 
U.K.’s entry into the EEC range trom 0.19 to 041. One acreage response of 
0.17 is reported. The one study that includes the CAP (USDA, 1978) shows an 
acreage response of 0.65 and a yield response of 0.2, resulting in a supply 
response of 0.85. Also for Ireland, the estimates go up from 0.45 before to 
0.85 after 1973. 

Estimates for pre-CAP France range from 03 to 1.05. USDA (1971) 
rejects the high estimate (Oury, 1966) because of the strong yield increases in 
the base period used. However, yield increases remained high at 3.1 percent 
annually throughout the seventies (Agricultural Outlook, August 1982). The USDA 
(1978) quotes an acreage response of 0.7 and a yield response of 0.25 


resulting in a supply response of 0.95 for the EEC(9). 
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Table 3.1: Supply Elasticities. 


Author Country Elasticity Base Period 
Hill (1965)* England/Wales i238 125-968 
Oury (1966) France OS =1-05 1946-1961 
Jones (1967)* U.K. 0.33-0.41 1924-1939 
Colman (1970)* U.K. 0.17 %** 1955-13866 
Ferris (1971) U.K. 0.19 1969-1973 
lreland 0.45 1969-1973 
WebDA (497 h} U.K. 0.4 1964-1966 
EEC(6) 03 1964-1966 
FAO (1973) Developed 0.4 n.a. 
Countries 
UNCTAD (1974)x* Developed 0.2-0.4 n.a. 
Countries 
Adams (1976) Developed 0.57 1947-1973 
Countries 
USDA (1978) EEC(6) 0.7 **% n.a. 
PEC(S) 0.65*** n.a. 


*Quoted in Askari and Cummings(1976) 

**Quoted in Stern et al. (1976) 

x*xxAcreage Response to Price 

na: not available 

EEC(6): Germany, France, Italy, Holland, Belgium, and Luxembourg 
EEC(3): United kingdom, Ireland, and Denmark 


The high estimates of the USDA (1978) are direct price elasticities, which 
are used in combination with high cross-elasticities between grains. The 
development of seeding patterns under the CAP: the strong decline of oats and 
rye, the slight decrease in wheat acreage, and the increase in barley and corn 
acreages, do not falsify these high elasticities. 

Several of the estimates are explicitly long run elasticities. Here, all 
estimates have been treated equally, because the stability in the price 
development in the EEC blurs the distinction between the long and the short 
run. The final choice of elasticities is influenced by a preference for recent 
material and estimates on a disaggregate level. The high level of EEC prices 
and, for several countries, the substantial increase of prices compared to their 
pre-CAP levels make the case for literature that includes CAP years. The MCA 
system, the differences in farm structure between member countries, and the 
differences between European and North American farm practices weigh in 


favour of estimates on a country level. 
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The literature indicates that the supply elasticity at the level of the EEC 
prices might be higher than at the level of prices outside the EEC. There might 
be a marked impact of the shift of capital and technology into wheat and of 
structural improvements in the EC agricultural sector on the production decision 
of the farmer. 

TO accomodate this observation, a high and a low elasticity have been 
used for each country in this study. A low one: 0.35, being the average of all 
estimates except USDA (1978), Oury (1966), and Colman (1970), and a high one: 
0.95 for France, being the average of Oury (1966) and USDA (1978), 0.85 for 
the UK. being the estimate of the USDA (1978), and 0.80 for the rest of the 
member states, being the USDA (1978) estimate minus 0.05 to account for the 
difference in farm structure between the U.K. and other EEC importers. 

The choice of two elasticities for each country and their use throughout 
the period under observation implies that the supply function that underlies each 
of the estimates has a constant elasticity. This assumption can be defended on 
the grounds that the period used in this’ study is_ relatively = short: 
1974/74-1990. It can be argued that the agricultural practices will remain 
relatively constant over this period. 

It can also be argued that the supply response of EEC agriculture will 
not diminish if the price changes are large. The use of the marginal concept of 
supply elasticities is not falsified by the size of the difference between local 
producer prices and the cif. price, and the ensuing volume of the production 
due to subsidization. Elasticity theory assumes that the farmer responds to a 
change in prices. The relatively low income position of the European farmer 
assures that the individual farmer will respond to price increases, even large 
ones, by production expansion. The high producer prices and the increase in 
productivity during the CAP years have not benefitted the farmers as much as 
the suppliers of inputs (IS.El 1979 a). In income, the farmer has stayed behind 
comparable workers in non-agricultural sectors. Production expansion remains a 


necessary way to reach a ‘fair standard of living’ 
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It is probable that the supply response depends on the level of the 
price, with the lower supply response when the prices are close to the cif. 
price level and the higher supply response when the prices are close to the 
EEC level. This concept of a changing elasticity has not been incorporated here, 
but can be used to interpret the results using the high and the low estimates 


as a range rather than as separate results. 


3.3 Sample Calculation and Presentation of Results 

The calculation used is a simple one. The difference between the lowest 
c.f. offer price and the EEC price is the Producer Subsidy Equivalent (PSE) and 
is expressed as a percentage of the producer price (PSE Percent). The PSE 
amount represents the part of the producer price due to the CAP. To express 
the fact that the CAP brings forth extra production, the production at the c.if. 
level is set at 100 percent, equalling the total production to 100 percent plus 
supply response percent. The supply response percent is the PSE percent times 


the elasticity. The actual amount produced due to subsidies follows logically as: 


[production/(100% + supply response %)] X supply response % 


Table 3.2 prsents the PSE percentages for 1974/75-1980/81, for each of the 
member states. Table 3.3 and 34 give the estimated quantities produced due to 
subsidization for 1974/75-1980/81 and 1985, 1987, and 1990 respectively. 
The total for the EEC(9) has been graphed in figure 3.1. The complete results 


on the country level are presented in appendix C and D. 


3.4 Interpretation of Results 

It must be stressed again that the production due to subsidization is not 
actual production that would not take place in the absence of the subsidization. 
It is nonsense to reflect on the EEC grain system without the CAP. The 


production due to subsidization is an analytical concept designed to measure 
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Table 3.2: PSE Percentages for EEC Member States 1974/75-1980/81. 
1974/75 1975/7659 1976/77 1977/78 1978/73 1979/80 1980/81 


Germany 0 14.53 50.09 44.75 46.20 35.48 25.84 
France 0 0 40.15 40.54 30379 19.49 EB 
Italy 0 2 42.80 25.94 20.38 10.83 5.44 
U.K. 0 0 31.62 27.69 27:26 22.30 20.72 
BLEU* 0 6.00 45.64 45.82 a | 29.19 19.84 
Holland 0 Pel 46.17 40.76 Sas 20.43 9.04 
Denmark @) 0 48.67 40.29 S36 19.06 7.89 
Ireland 0 0 40.95 34.88 36534 T2386 G21 


* Belgium/Luxembourg Economic Union 
Source: Appendix C 
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Table 3.3: Quantities Produced due to Subsidization, under the assumption of 
high and low elasticities 1974/75-1980/81 (in 1000 tons). 


Low Elasticity 


Germany 
France 


Holland 
Denmark 
Ireland 
Total 


High Elasticity 


Germany 
France 


Holland 
Denmark 
Ireland 
Total 


1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 
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* Belgium/Luxembourg Economic Union 
Source: Appendix C 
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Table 3.4: Quantities Produced due to subsidization, under the assumption of 
high and low elasticities, and under the assumption of constant and 
declining world prices 1985-1990. 


Low Elasticity 


Germany 
France 


Holland 
Denmark 
Ireland 
Total 


High Elasticity 


Germany 
France 


Denmark 
Ireland 
Total 


constant world price 
in real terms 


1220 1307 1435 
PARK 2629 2199 
503 499 492 
TOL 754 780 
ron 136 140 
94 Se 100 
74 76 IRS) 
30 Cx 32 


constant world price 
in real terms 


5731 Sosa 6310 
1012 1005 935 
1543 15S 1654 
260 270 280 
187 193 139 
147 Fost Toy 
60 62 64 


143207. 11872 12460 


* Belgium/Luxembourg Economic Union 
Source: Appendix D 


world price declining 
2% annually in real 
terms 


580 603 642 
841 908 1022 
147 158 17S 
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world price declining 
2% annually in real 
terms 


288 308 338 
206 220 240 
163 174 tS 

68 Te 80 


12541 13539 S118 


to ninguna rts we 
Seance 16) 


pfinitiee -980q Blew 


+ a 
anys! 
ihe eet shez! 


FG | 1} +45 
, An no 2 
Sa ECe Re 
Aal ede a 
act Be} ch 
Lae = 9 
of =o U 
oe x 
y SUES Sec 
UR gy mpl” beverly : al i igor tats 
i= Uline 4° <> ; t raree wee eu 
reehel bf i, i r . : 


COREL THe SRE ORE Sais” Supe 


btn bose pe hy o= tone “aie a 
Bist Ghee | Loves iGe5. | Cla Us | 
ais." REA Saad ied: ieee, boas 
Re Rr ier! Ges eee SOG! rut 
na0i SDF ‘" ome Qt a ky 
REE BOG aes. 33 2 Oe 
ia ess ate ee cae SGlm \- eet 


7 re oy ; A 7 
red: | ccaeiesriee a erinctan 
- oA ‘ 


e% 


O6S1 - GL/pZ6l Uoezipisqng 0} eng peonpojg saiyueNDO | ¢ eunbiz 


ADO, 
@ ichial yb 19h ich xb 
De AOL Ee 19S 
SHEP PHP WH Poroy Yo a 
%2— “48013 BiH Vr | 


w 
9 4809 46iH Oo j 
“YT — “ySdIe x 

Vv 


“T— "fSole OF 


3 4S0/9 MOF 


puebey oe S 
a a ee vx 


= ss a ae | | 2 
Soe oe = 
ye G f | = 
Ds 0 i < 
/ BE ri 

We i re a 
r eat S 
ye PAS 
eae = 

oo 4 L sh 


To lece@cl - 


as 


eee ogy & 


7 =~ fen get Ss 


7 a 7 ——4 
Gp Ce Sp 4S Sg Se 


say ~ 
eet - 2OaTE! voteeedé <0 eee 


; Pahoa a _ eth ° 


3D 


how much of the actual production can be considered to be related to the 
existence of the CAP. It should thus be no surprise that it is possible for the 
amount due to subsidization to go up and the actual production to go down 
simultaneously, as for example, the case in 1975/76-1976/77. It should also be 
no surprise that it is possible to have a relatively high total production and no 
production due to subsidization as in 1974/75. It is simply that no part of the 
EEC producer price in 1974/75 can be considered subsidized. 

The results, as always, reflect the methodology and the assumptions. It is 
the difference between the producer price on the local level and the lowest 
c.i.f. offer price in Rotterdam that determines the quantity of total production 
that can be considered to be due to subsidization. The price difference is 
illustrated in Figure 3.2. The common intervention price is used before 
1980//81, and the projected common target price for 1985, 1987 and 1990, 
to approximate the producer price. The lowest cif. offer price ts used until 
1980/81 and the projected ‘world price’ constant in real terms and declining at 
2 percent a year for 1985, 1987 and 1990. The different national price levels 
due to the MCA system make it impossible to graph the price difference of 
the EEC(9) accurately, but Figure 3.2 does indicate the price movements in the 
period under consideration. 

The magnitude of the estimates is more likely under-estimated than 
over-—estimated. Over-estimation can occur pacatse of the choice of a too high 
supply elasticity. This has been countered by the use of two elasticity estimates, 
the lower of which is defenitely conservative. Under-estimation is the result of 
the failure to include all national programmes that influence the production of 
wheat in the EEC. What is calculated here, is the production due to the 
existence of producer prices in the EEC, which often exceed the prices outside 
the EEC. Other influences con the production of wheat have been discounted, 
and this leads to an under-—estimation. 

The estimated production figures for the years after 1980/81 are trend 
figures and, thus, show an orderly development. The results for the production 


due to subsidization in the forecast period are apart from the methodology, 
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also heavily influenced. by the assumptions made in the forecasts. Choosing the 
MinMax pricing strategy means that the common prices are indexed for inflation 
in the country with the lowest inflation, ie, Germany. The MCA _ system, 
however, makes it possible that real prices actually increase in countries with 
low inflation and appreciating currencies. The MCA system also retards the 
speed with which prices in countries with high inflation and depreciating 
currencies fall in real terms. 

The ‘world price’ is constant or declines 2 percent annually in terms of 
US. dollars. The US. inflation rate is assumed to be higher than the German 
rate, especially in the first years of the eighties. Thus, the gap between EEC 
and ‘world’ prices widens. The effect of the inflation assumption is especially 
dramatic in the first five years of the eighties. 

The effect of the assumptions about the ‘world price’ proper, constant 
versus 2 percent annual decline, is not very marked. It is to be expected that 
the difference becomes larger over the years because of the 2 percent 
compounded annually. 

The choice of elasticity is critical. It can be argued, however, that this 
choice is not necessary. The results can be interpreted as the top and bottom 
end of a range. National price levels can differ due to the MCA system, and 
so can the supply elasticities As mentioned in Chapter 3.24, there are 
indications that the supply elasticities are very high at the level of EEC prices, 
or, at least, higher than at the pre-CAP level. In the same vein, it can be 
argued that the supply elasticities in countries with high local prices (positive 
MCA) are higher than in coutries with lower local prices (negative MCA). The 
result is a range of relevant elasticities and a range of outcomes of the 
calculation of the production due to subsidization. In 1977/78, the U.K. had an 
MCA of -40 percent, while Germany's was +9 percent. In 1985 the forecasted 
MCA for Italy is -5.6 percent and Germany's is +11.4 percent. 

To conclude, a general caveat about the results of the forecasts. Nobody 
can hope to tell the future and the forecasts should by no means be taken 


for iron laws. The most that can be hoped for is that the results are not 
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unreasonable. If the underlying analysis has identified the relevant variables and if 
the assumptions about the behaviour of this variable do not clash with reality, 
then the forecasts can give an indication of what might develop in the future. 
If major changes take place, the forecasts will have to be adjusted. They can 
serve as a general picture of the future in which the policymaker can intervene 


and thereby change it. 


3.5 Effect on Canada 

The wheat produced due to subsidization in the EEC can be viewed as 
displacing exports from other countries. Less wheat is imported into the EEC 
countries and EEC wheat takes export opportunities away from the _ traditional 
exporters in other markets. Thus, the total amount of wheat produced due to 
subsidization gives an opportunity to estimate the cost to Canadian farmers. 

The loss to Canadian farmers can be approximated by multiplying the 
total amount of wheat displaced by the CAP by Canada's historical share in the 
world wheat market. This gives the total amount of Canadian wheat displaced by 
the CAP. Multiply this amount by the Canadian export price (f.o.b. Thunder Bay) 
and the cost to Canadian farmers emerges. Table 3.5 gives the results in 
millions of Canadian dollars for both the high and the low estimates. To put 
these results in a context, it is useful to approximate the total export earnings 
for wheat. This can be done by multiplying the total wheat exports by the 
f.o.b. Thunder Bay price. For 1979/80 the cost to Canadian farmers was in the 
range of 3.3-7.4 percent of total wheat export earnings, and for 1980/81 
between 2.2 and 5.3 percent. 

A note of caution is needed. The market share approach to the 
estimation of the cost to Canada of the EEC subsidization is valid in as far the 
assumption of homogeneity of all wheat is valid It is questionable, however, 
that French soft wheat and Canadian hard wheat are direct competitors in all 
markets. The differences in types of bread between countries makes the 
homogeneity assumption restrictive and this will lead to an over-estimation of 


the price tag calculated in this chapter. 
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Table 3.5: Estimated Cost to Canada of EEC Subsidization of Wheat 
1874/75-1980/81, under the assumption of high and low elasticities (in 
million Can.$). 


ee ccc) Seen) 
SE en ree i Yonder ies ae 
1974/75 0.0 0.0 
IS7 S176 13: 29.4 
1IS7 6/77 21:3 252.5 
ISZ7 E78 126.0 266.8 
178/735 144.4 3417.9 
1979/80 116.0 25a.0 
1980/81 88.3 2123 
Total 609.5 WZ9257 


Sources: 

USDA (1982) for Canada’s market share 

CWB annual report (1982) for f.ob. prices Thunder Bay 1 CWRS 13.5% 
own calculations for production due to subsidy 
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More important is the price effect of the CAP on the world market. 
The extra production that comes forth due to the subsidization of wheat in the 
EEC has a price depressing effect on the world market price of wheat. Each 
and every ton of wheat sold by Canada fetches a lower price than it would 
have if the CAP did not exist. This price effect has not been incorporated into 


this study, but should be kept in mind when interpreting the numbers given in 


table 3.5. 
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4. EEC External Trade and Global Demand 
4.1 EEC Export Pattern 


4.1.1 Historical Overview 

The EEC has been an exporter of wheat (including wheat flour) 
throughout the 1960s and 1970s. Its percentage share of global trade has been 
considerably above 10 percent since 1978/79. In 1981/82 the EEC accounted 
for 144 percent of the global trade and exported 14.5 million metric tonnes 
(USDA, 1981). In 1982/83 an estimated 15 million metric tonnes will be 
available for exports ,including 4.5 mmt wheat flour and 1.3 mmt aid (Toepfer, 
July 1982). The EEC has established itself as a major factor in the wheat 
market and in the wheat flour market it is the dominant force with 64 percent 
of the market share. 

The exportable surplus of the EEC(9) can be determined from the figures 
used in chapter 3.2.2 and 3.2.3. If imports are ignored, then, for the aggregate 
of the Community, the surplus will be 82 million tons in 1985, 10.5 million 
tens, invs1987 and 13.9. million tons Gin 71990: 

Although all EEC member states import and export wheat, it is France 
which is the only exporter of importance in the EEC. Germany and Denmark are 
self-sufficient in wheat and the other member states are net importers. France, 
however, is close to a_ self-sufficiency rate of 200 percent (Commission, 
1982). It is, thus, the export pattern of France that is relevant here. 

Table 4.1 shows the export pattern Examination shows the importance of 
Africa and especially North Africa as a market for French wheat and wheat 
flour. The export pattern clearly shows the close ties which France has kept 
with former colonies (including Vietnam) and its geographical position close to 
North Africa) The centrally planned economies are getting more _ important. 
Exports to the USSR are expected to be between 800,000 and 1,000,000 tons 
for the 1982/83 crop year (Life Stock Feed Board, october 1982), and to 
China between the 900,000 and 1,400,00 tons (Lifestock Feed Board, January 
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1983) But Africa remains most important and ,more specifically, North Africa. 

If we look at wheat flour by itself, it is not only France that needs to 
be considered. Germany and Holland are and have been major exporters of 
flour. The destinations of flour are concentrated in North Africa and the Middle 


East (USDA, 1981). Eastern Europe has been a major market for German flour. 


4.1.2 Framework Agreements 

More and more grain in international trade moves under’ framework 
agreements. These are contracts, mostly between governments, covering more 
than one year, and stating maximum and minimum quantities, while details such 
as price and exact amounts are left to yearly negotiations between the partners 
(Bain, 1981). 

The Commission brought the idea of long term agreements forward at 
the end of 1980 in a= strategy paper called Gu/de/ines for European 
Agricu/ture. There exists a bilateral agreement between France and China, which 
was signed in 1980, providing for the supply of 500,000 to 700,000 tonnes 
of wheat over a three year period starting in 1980/81 (IWC, 1982). The 
French government is also actively pursuing a bilateral agreement with the USSR. 
High level contacts have taken place (Agra Europe, East Europe Agriculture, 
October 1982). 

French wheat has had difficulty finding buyers in China and the USSR, 
recently, because the export restitution that is available) does not make the 
price attractive enough (USDA, 1981; Agra Europe, 1982). This points to the 
importance of prices in the direction of trade flows. The wheat that does go 
to China has been subsidized above and beyond the export restitution by a 
freight subsidy. 

The traditional exporters, USA, Canada, Australia and Argentina, depend 
more heavily on the export markets than the EEC and all, with the exception 
of the US., have government agencies that control the exports. Stability, through 
framework agreements is therefore more important and more easily executed 


for these countries than for the EEC. 
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The EEC has, in its export refunds, a system of great flexibility. The 
system is capable of clearing the market at all times. Therefore there is no 
urgent need for framework agreements. 

Many national governments have resisted the push of the Commission 
towards framework agreements. An agreement in which the EEC is a_ partner 
brings influence to the Commission. National exports, financed with the help of 
EEC funds, keeps the locus of power at the national government level. Besides, 
only France has_ sizeable exportable surpluses, and the two_ framework 
agreements mentioned have France and not the EEC as a contract partner. 

What results is that it is unlikely that the EEC will engage in framework 
agreements. But there are indications that the export subsidies, as determined by 
the Commission, might not be enough for France, forcing it towards ways to 
stabilize its exports. It should not be forgotten that the production effect of 
the CAP not only increases production in France, but also reduces its traditional 


markets in other EEC countries. 


4.1.3 Food Aid 

EEC food aid did not exist before 1968. It comes into existence under 
the Food Aid Convention of 1968. All aid is given free of charge, and freight 
charges are often paid by the Community as well. Aid is distributed on the 
basis of need, GNP per caput in the receiving country, and its balance of 
payments’ position (Commission, 1982). 

The food aid issue, like the framework agreements, is the locus of 
tension between the member states, guarding their sovereignty, and _ the 
Commission, trying to increase its influence. Food aid was originally under very 
close scrutiny of the Council, but in 1975 the Commission was given more 
leeway by setting minimum = and = maximum bounderies within which the 
Commission could work. However, Commission proposals to increase the size 
and scope of the food aid program have found little support in the Council 


(Talbot, 1979). 
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Table 4.2: EEC Cereal Aid 1968/69-1979/80 {in 1000 tons). 


YEAR QUANTITY YEAR QUANTITY 
1968/69 301,000 1974/75 643,500 
1969/70 339,000 1975/76 708,000 
IO7O7: 353,140 1976/77 720,500 
US ey a 414,000 ISTHITS 720,500 
ROT 2/73 464,400 1978/79 720,500 
1973/74 580,000 1979/80 720,500 


Source: Commission (1982) 


Aid is given in the form of grains, milk products, and butteroil. Table 


4-2 gives an overview of the cereal aid (Commission, 1982). 


4.2 EEC Imports 

The CAP has greatly diminished the importance of the EEC as a market 
for the traditional exporters. The need for imports is determined by the state 
of the milling technology. The imports consist mainly of high quality, high 
protein wheats from the U.S. and Canada to upgrade the quality of flour milled 
internally. Since bread is not the same all over the EEC, it is to be expected 
that there are large differences in import levels between the member countries. 
Indeed, the average protein content of the flour used varies from 9.1 percent 
in Luxembourg to 12.2 percent in West Germany (I.GI, 1977). As is shown in 
Tables 4.3 and 44, the UK. is the only substantial importer, accounting for 
approximately half of all extra-EEC imports. The Canadian presence in_ this 
market is strong. 

The future of EEC imports will depend on The average EEC(9) import of 
Canadian wheat for the period 1974/74-1980/81 was around the 1.6 million 
tons. The effect of the CAP on the Canadian exports to West Europe can be 
seen if one considers the numbers from before the institution of the CAP. The 
average Canadian wheat export to West Europe, which is an area only slightly 
larger than what is now the EEC(9), in the period 1960/61-1962/63 was 5.3 


million tons. developments in the milling and baking technology used. The trend 
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Table 4.3: Canada’s Wheat Exports to EEC Countries (excl. Durum) in 1000 
tons 


1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 


Germany 15 11 313 ee 0 +2 0 
France 4 2 3 6 @ 4 0 
Italy 22 243 333 WS 168 95 239 
LbKe 1543 1179 1382 1494 1305 1354 1397 
BLEU* 44 2 30 al So 6 @) 
Holland 148 28 149 124 4 23 9 
Denmark 6) 6 0 @) @ @) 0 
Ireland 0 0 0 @) 0 0 @ 
Total 1876 1465 2210 1879 1509 1494 1645 


* Belgium Luxembourg Economic Union 


Source: Canadian Wheat Board, Annual Report 1980/81 


Table 4.4: Canada’s Share of Non-EEC Imports of Wheat in EEC Countries 
(excl. Durum) in percentages 


1974/75 L2757-76 1976/77 1977/78 LS 7872 1979/80 


Germany 35 2.6 91 (SE: 0.0 46 
France 6.3 2.9 2.4 6.5 0.0 2.4 
Italy 31.4 16.5 38.7 WS Pere. 14.5 
U.K. 68.4 53.4 100.0 78.9 TA2 68.1 
BLEU* 14.8 4 28.0 420 183 35 
Holland TSzZ 233 26.8 23.9 6 4.2 
Denmark 0.0 0.0 0.0 0.0 0.0 0.0 
Ireland 0.0 0.0 0.0 0.0 0.0 0.0 


Source: Derived from Canadian Wheat Board, Annual Report 1980/81 
Commission 1982 

Note: Both sources do not use the exact same figures. The results should be 
interpreted with caution. 


is towards the use of more European soft wheats in the grist (USDA, 1981: 


20). 


4.3 Global Demand Projections 


4.3.1 Trade model approach 
As an example of a full scale trade model, the Grain-Oilseed—Livestock 
(GOL) model of the USDA will be presented (USDA, 1978). The GOL model is 


an equilibrium model: it projects a set of equilibrium values for production, 
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consumption, trade and prices of grains, oilseeds, livestock and_ livestock 
products. 

Different sets of equilibrium values are generated because different 
assumptions (alternatives) about the variables determined outside the model are 
used. These variables, the externally determined part of the model, include 
demand shifters, such as population and income growth rates, and consumer 
preference variables. Also included are supply shifters: technology variables, 
availability and costs of agricultural inputs, national, commerical and agricultural 
practices, and yield growth rates. 

These variables are fed into the formal mathematical model, specified to 
capture the interaction of production, consumption, trade, and prices for the 
commodities under consideration. They can be grouped to show the major 
components: demand and supply for livestock; demand and supply for food and 
feedgrains; price linkages within regions; regional equilibrium equations; price 
linkages between regions; and global equilibrium equations. 

Out of the model roll the equilibrium values of production, consumption, 
trade, and prices, the responding variables. These variables are given for. 
fourteen separate commodities in twenty-eight regions of the world. The three 
year average (1969/70-1971/72) was used as a base for projections to 1985. 
The model has been used to make projections to 2000, but results are only 
available in an aggregate form (Rojko and O'Brien, 1976). 

Six alternative scenarios are given for the externally determined variables. 
They range from slowed income growth and low import demand, coupled with 
the successful implementation of protectionist policies to accelerated production 
in LDC's in the context of high income growth rates and strong import demand. 

The most optimistic scenario from the point of view of exporters 
assumes high income growth rates, increased imports in centrally planned 
economies, Japan and rich LDC's, no productivity increases in LDC’s and less 
trade restrictions on the part of the EEC. This yields ,in 1985, a net wheat 
import of the EEC, up to 9 million tonnes, and a net export of 187 million 


tonnes, or 21 percent of the world market, for Canada. 
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Only two scenarios yield EEC production figures that are in line with 
those used in Chapter 3, The first one assumes income growth on the trend, 
import demand constrained by high national price levels in the EEC and Japan, 
emergence of USSR as a net exporter of wheat, and a reduction of imports 
by the USSR and Eastern Europe. The second one uses the same assumptions 
except that income growth rates are set one-third lower. The first scenario 
yields an EEC wheat production of 44,742,900 tons and no exportable surplus. 
Canada exports 14 million tons (24 percent market share) under these 
assumptions. The second scenario results in an EEC(9) production of 48,627,800 
tonnes and an exportable surplus of almost 4 million tons (7 percent market 
share). Canada exports 13.8 million tons of wheat in 1985. (24 percent of the 


world market) 


4.3.2 Trend Analysis Approach 

Womack and Bredahl (1981) examine, via trend analysis, the gaps 
between consumption and production for major trading regions. The basic aim 
of this study is to research the fundamental economic forces that underlie the 
rapid expansion of U.S. grain exports. 

For wheat, production and consumption trends are calculated for the 
USSR, Western Europe, USA, and others. This group includes major exporters, 
such as Canada and Australia, and importers, such as Japan and China It is 
shown that the USSR has been a net importer since the late 1960s and that 
Western Europe became an exporter in 1973. The essence of trend analysis 
demands that this will continue to be so in the future. Prices are not taken 
into account. 

For the world less the US. it is shown that the production of wheat 
does not keep up with the consumption. In 1980 the gap is 35 million tonnes 
and it is growing by 0.94 million tonnes a year. This results in a shortfall of 
38.28 million tonnes in 1985 and 42.98 million tonnes in 1990. This shortfall 
can be filled by the US., which has a surplus in 1980 of 35 million tonnes 


and this will increase by 1.12 million tonnes a year. However, the US. will face 
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acreage constraints by the mid-1980s because not only wheat, but also coarse 
grains and oilseeds show an upward production trend. 

For Western Europe the gap between the production and_ the 
consumption trend is calculated at 5 million tonnes and it is growing at 062 
million tonnes a year. This leads to a surplus of 7.71 million tonnes in 1985 
and of 10.81 million tonnes in 1990. If it is noted that non-EEC Western 
European countries are not importers, then these figures should be increased 
slightly to arrive at EEC figures. French exports to non-EEC Western European 
countries were 0.294 and 0.274 million tonnes in 1979 and 1980 respectively. 

It is assumed that the Canadian, Argentinian and Australian surpluses will 
have no problem finding a market. This is implied in the wheat deficit that the 
group, in which they are lumped together with a wide variety of importers, 


SHOWS. 


4.3.3 Eclectic Approach 

A synthesis of reliable information and short run predictions, which are 
extended over the time period to 1990 is presented by Richter (1982). 

The average import demand for the years 1976-80 and Canada’s share 
in the market are the starting point of this analysis, which centers on volumes, 
not prices. Prices have been discounted due to importance of domestic policy 
goals of major importers (USSR, China, Japan ,and EEC) in their import decision. 

Canada’s market share is assessed at 16 percent in 1984/85 and at 18 
percent in 1989/90. The 16 percent is a reflection of a trend towards supply 
diversification by major buyers, notably the USSR in the wake of the 1980 
grain embargo by the US. The total market growth, the effective import 
demand for grains, is set at 25 to 1.8 percent per year. This growth rate is 
modified by assumptions about the agricultural sector of the USSR and the EEC. 
The USSR is expected to need only small quantities of wheat in the second 
half of the decade due to low population growth rates and _ gradual 
improvements in disposable income, which will favor feedgrains over bread grain. 


Wheat production is also expected to be on the top end of the cycle instead 
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of at the bottom end, resulting. in ample supplies. The EEC is expected to 
increase its market share due to the CAP. 
All this results in a foreign import demand for Canadian wheat of 16.6 


million tonnes in 1984/85 and 21.5 million in 1989/90. 


4.3.4 Evaluation 

Large scale models such as the GOL mode! have a strong normative 
element. They are not built to fit the existing situation statistically, but to 
approach the existing relationships. The GOL model is an equilibrium model and, 
therefore, has to yield equilibrium results. This is not always true in the real 
world. Still a large measure of realism can be reached and especially the two 
scenarios that yield results compatible with the production data used in Chapter 
3 sound realistic after the failure of the 1982 GATT ministerial conference in 
Geneva, and a_ continued lackluster performance of the world economy. 
Remarkable is that the results for Canada show a very high market share (24 
and 22 percent) while the volumes exported remain fairly low (14 and 13.8 
million tons), while for EEC, the market shares are a lot less than they have 
been in the recent past (0 and 7 percent). 

Only the most cautious of conclusions can be drawn. There is no 
unlimited import demand in 1985 and a vigorous competition for the existing 
markets has to be expected. 

This conclusion is supported by the results of Womack and Bredahl. The 
U.S. has more wheat to export in 1985 and 1990 than the rest of the world 
needs. In their analysis, the US. is seen as the residual supplier. It is to be 
expected that the adjustment in a situation of oversupply will be born by other 
exporters as well. The institutional arrangements make Canada more vulnerable 
than the EEC. It should be noted, however, that trend analysis has a strong 
feature of inflexibility. What happened in the past must happen in the future. 
This is debatable, especially for the USSR. 

Richter’s analysis takes possible trend reversals into account. It is also the 


only analysis presented here that takes the aftermath of the US. grain embargo 
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of 1980 into the picture. What this approach loses in mathematical rigour, It 
makes up for in its approach to common sense. Here also, however, is_ the 
picture one of limited foreign demand. Exporters will meet each other in the 


market place. 
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5. Conclusion 

One major and two minor lines have been spun in this study. The major 
one is the estimation of the effect of the CAP on the production of wheat in 
the EEC; this estimation is based on a detailed look at the CAP. The minor 
ones are an exploration of where this extra production finds its market, and of 
the general demand situation in the world wheat market. 

The development of the CAP requires an analysis on the country level. 
Price policy has remained the major tool to reach the income goals of the 
Treaty of Rome, and the MCA system makes the prices in national currencies 
different from each other. In order to estimate the effect of the CAP on the 
production of wheat, the local producer price is compared with the price at 
which wheat is available, on any given day, at the borders of the Community: 
the lowest cif. offer price in Rotterdam. The difference between these two 
prices can be seen as a subsidy from the consumers in the EEC countries to 
the farmers. The quantity of wheat produced due to this subsidization are 
estimated using supply elasticities. Aggregated for the EEC (9) the results range 
innethousand /tonsiaras:. follows: =<@) <inte)974/ 7/5 s4221>-8'9S23- ein S1677/78; 
2050-43943 in’ 1980/8 1565);308 712542 ina 1985 rand) Sv807715, 118 "in| 1990. 

An examination of the export pattern of France, which is the only major 
exporter in the EEC, shows strong ties with its ex-colonies in Africa, especially 
North Africa) The proximity of France to the Middle East, Eastern Europe, and 
to a lesser extent, the USSR, makes its presence felt there too. Although 
overtures have been made to China, it does not yet constitute a market of 
significance. 

Supplies are expected to remain relatively abundant throughout the 
eighties. Adjustments will have to be made by the major exporters. This onus 
will fall more upon the traditional exporters (USA, Canada and Australia) than 
on the EEC due to the institutional arrangements of the latter. The CAP is an 
internal EEC policy and the external effects of it are taken as unavoidable 
consequences by the EEC member states. There is no EEC export policy but 


there are external effects of the CAP. 
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Tying these lines together, the following emerges: The EEC will increase 
its exports in a market that has definite growth limits. It will, thus, increase its 
market share. EEC grain will be especially competitive in the North African 
Middle Eastern, and Eastern European markets. The USSR will be an uncertain 
importer but if it decides to import, European grain is to be expected to take 
its share. EEC presence in the Pacific Rim countries, with the exception of the 
French ex-colony of Vietnam, will not be large, due to the high transportation 
costs which will put an additional strain on the EEC budget due to the export 
subsidies. No physical barrier to the exports are to be expected due to the 
highly developed EEC infrastructure. 

For Canada, the CAP has meant a decline in the exports to the EEC 
member states and increased competition in several other markets, especially 
Eastern Europe, the USSR, and Northern Africa) European wheat has displaced 
Canadian wheat and has, thus, constituted a cost to the Canadian farmer. The 
cost of the CAP to the Canadian farmer has been mitigated by the buoyancy 
of the world wheat market during most of the historical period under 
consideration. Abundance of supplies during the forecasted time will make the 
EEC presence in the world wheat market be felt more acutely. 

A note of caution must be sounded. The demand projections used here 
reflect reality only to a certain degree. Trend analysis presumes no changes in 
policy; the trade model approach selects alternative policies, but cannot be 
exhaustive in its selection; and the eclectic approach, although it takes all past 
policies into account, cannot claim to foresee all possible policy options. Each 
of the three approaches gives a possible picture of the future. New policy 
initiatives change the future and call for the adjustment of the forecasts. good 
examples of the changing enviroment are the the conflict between the US and 
the EEC over export restitutions and the acreage reduction programme in the 
US: the payment in kind programme (PIK). Unable to take action against the EEC 
export subsidies under the GATT, the US is countering the increased presence 
of the EEC in the grain market by several subsidy programmes of their own. 


Part of the wheat necessary to produce the one million tons of wheat flour 


cesta) jie DSS ef? Sages pniiecio! a? -sriage! vaiies 
si genererd cut? dee tl) cali) woe Srionteb cad hid anion ke 
a a ae dn aViiteHico yileeants 24. iA “Ring a 
meresk: os od lw A@2U 6m) aigaten-dasdcwus Soren: 
sal of ©&oSGK8 oo of oh AgsmiemesGetd (hed. or eieiee ith suds 
: . 
ott 76 (oAagoxe oft eA? Saree Ree eos | 3 aceasta, = 


7 Wiel 70 Ge 43 + ay f 797 5) maT A c ) ") ae | Poly ath. asia | tah 


hodae® eff of oun ‘Mapu OF Srgie este. iecomnmos ~ nog, iw Lead 
am OF alm Gelbeqas sc) cl 2b: eyecae Sry) oF 1B: ripe! ddnneystg “o., ; 
6% Bd beastly 3 1 nih i>. 

133 ‘gt of efheoxs “oc: 4 Stiles’, 6. aetieds Tao aie wiih bie 
eB ievavis oi ROP ea ie Ube tas call bine eacan ak 
“5 inetha Re Wes ASAT 1 7ae ici fa) v2 Po ee ~ 
af; <UNats?. ein a Of sTaeg is ee ae Bug a tres “Saari 
ransvoud .eu(- yo Badsien siege Beeps nga gre a8 FAQ os a 
eb: Sunso » (onossth ak oSy Tory’ pais Sieh Rage y ‘brews 
i lad id re ae) ‘iepjegaaze!, at hy Pie oer ‘% aa Ie ale ‘ 

Yiehte aac at. od hy ea be ay eat c 

2a" GSE0> ATARI biigenad: Siti Lehies se. ve ics ia efor ad 
t agora On .d0%eies\7  ceevites tee:-! geipa Aig 8. & of “ion” 


7 ; 


Eo eves “fut 26 0ila0 pafeinat ic Pes roadadbay Deseo aaere oi & pil 
temq ils slat n Viggenllt Sige eecie Wels ofr one niga Ee © , | 
Sas -2avrae Valoy ers Ub! pees Ct. ayela as nNiySsae oral aee 
Vaio weedeat opie te” avifdic SENG &. 8m called van Geen 
RUSS Metesdanot “Srt toy Inamezuibs oc AGE deo Bow auc) ait “aegis 
the SU srl peewee rains ea) ai) aS Teromiie gagaia snl te 
wi mt meeneigows “olla bbéece adr irk anew tae: Ses ten! 
< Sat OF veh rioting oatr of Saat Gate’ Srig tye: 1- helt, mi ‘ene 
gE Reet ED unisiiog gy SU, eds THAD or aon | 
myo. vert to. sara eend yONeus eaves, ya tathie ND! St 
wo Regy oI <akgt aitiliin ano a sceeben S: Rhee anilieceals 
es : | - 


“dnb 


54 


sold to Egypt in February 1983 is being provided to the millers free of 

charge, reducing the cost of the flour (export PIK). There is also a blended 

export credit programme to encourage the export sales. The PIK programme 
pays the farmers wheat, in quantities up to 95 percent of normal harvest, to 
abstain from planting wheat. The effect of these programmes is already being 
felt A sale of wheat to Iraq using blended credit deminishes the Canadian 
export possibilities to this traditionally Canadian market On the other hand, 
however, there is the succes of the PIK programme which will reduce US 
wheat acreage by some 25 percent, creating the possibility of reduced 
carry-over. The uncertainty over the developments remains high and this reduces 
the reliability of the forecasts. 

Finally, it is possible to formulate several policy recommendations from a 

Canadian point of view: 

1; Concentrate the selling effort in the EEC countries on the UK. and Italy. It 
is shown in Chapter 4.2 that these two are the major importers in the 
EEC. Also, both are countries with historically weak currencies and 
subsequently often significant negative MCA’s. As was argued in Chapter 
2.3.2, negative MCA’s keep producer prices at the predepreciation level and 
thus forestall a production expansion. Negative MCA’s also lower the net 
landed price and, thus, stimulate import demand. It should be noted that the 
strength of the Pound Sterling in the last years is unlikely to continue if 
the world oil market remains in a situation of weak demand and abundant 
supplies. 

ZA Avert, by all means possible, an open confrontation between the USA. and 
the EEC on the subsidization issue. Talks between the US. and the EEC are 
ongoing but progress is minimal. The U.S. is exporting one million tonnes 
of subsidized wheat flour to Egypt in 1983, close to 17 percent of 
Egypt's total imports in 1980/81, and EEC bureaucrats give no sign of 
weakness on the point of subsidization. An all-out trade war would 
seriously affect the wheat prices, especially in view of the substantial 


stocks in the US. The subsidization of wheat in the EEC is a transfer of 
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money from the consumer and the taxpayer to the producer. In the US., 
the efforts to reduce the carry-over stocks, both in the domestic and in 
the export market have been financed out off the general revenue. Canada 
cannot hope to be able to afford similar measures. 

Study the grade requirements in the major markets for Canadian wheat, 
especially in the Pacific Rim countries. In a_ situation of increased 
competition of EEC wheat, it is necessary to concentrate on those markets 
where Canada has a locational advantage over the EEC. The Pacific Rim 
countries fit this bill and, moreover, they have traditionally been a Canadian 
market. It is likely that the emphasis on high protein bread wheats does 
not correspond with the requirements in those markets. The decline of the’ 


EEC market makes this emphasis questionable. 
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Appendix A 


Minimum Intervention Qualities 1981-1982 


Soft Wheat 

sound basic grain 88 
in % 
grain other than sound 2 
basic grain in % 

1. broken grains 5 
2. grain impurities t2 
including: 

shriveled grains Zz 
weevil damaged grain 5 
grain with 2) 
discoloured germs 

grains damaged S) 


during drying 

discounts for 

broken grains from: S 
grain impurities from: 3) 
3. sprouted grains max. O=e 
discounts from: © 
4. miscellaneous impurities =) 


including 

harmfull weeds a 
heat damage = 
ergot 05 
discounts for 

impurities from: 1 
Minimum weight in kg/hl 6872 
Maximum moisture 14=16 


Source: Toepfer 1981 


61 


Bread Wheat 


ol 


sah) bend 


ay 


aad 
od 


geet ‘Ro® 


a-—-+—& 2 


Appendix B 


1981/82 Coefficients of Equivalence for wheat 
in ECU per ton 


Origin Quality 


USA Soft Red Winter Garlicky II+lll 
Soft RedWinter |+ll 
Western White Il 
Soft White |I 
Hard Winter/Dark Winter !+ll 
guaranteed protein content 12.4% or less 
guaranteed protein content 12.5-12.9% 


guaranteed protein content 
guaranteed protein content 
guaranteed protein content 


13-13.4% 
1 GS ie 1 3.9% 
14% and up 


Red Spring/Northern Spring/ 
Dark Northern Spring |+ll 
guaranteed protein content 12.4% and less 
guaranteed protein content 12.5-12.9% 
guaranteed protein content 13-13.4% 
guaranteed protein content 13.5-13.9% 
guaranteed protein content 14-14.4% 
guaranteed protein content 14.5% and up 
Canada No 1 Canada Western Red Spring 
guaranteed protein content 12.4% and less 
guaranteed protein content 12.5-12.9% 
guaranteed protein content 13-13.4% 
guaranteed protein content 13.5-13.9% 
guaranteed protein content 14-14.4% 
guaranteed protein content 14.5% and up 


Argentina Bahia Blanca/Necochea 
Up River (Rosa Fee) 
Down River (Buenos Aires) 
Australia Faq 
Hard 
Prime Hard 
guaranteed protein content 14% and up 
Sweden = 
Bulgaria 7 
Romania * 
Soviet Union type 441 
type 431 


type 121 (SKS 14) 
guaranteed protein content 14% and up 


Source: Toepfer 1981 
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Appendix C 


Production, Consumption, and Price Data, plus Estimated Quantities Produced 
due to Subsidization, Under the Assumption of High and Low Elasticities, 


for the EEC Member Countries 1974/75-1980/81. 


for notes see the end of the appendix 
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Sources: 
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Market rates of exchange per calendar year have been converted to rates per 
crop year 
UA. converted to ECU via 1 UA= 1.208953 ECU 
Belgium and Luxembourg have been taken together to reflect common Eurostat 
practice. The market exchange rates were given seperately, but the Belgian rates 


have been used. 
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Appendix D 


Production, Consumption, and Price Data, plus Estimated Quantities Produced 
due to Subsidization, Under the Assumption of High and Low Elasticities, 
and Under the Assumption of Constant and Declining World Prices for EEC 


Member Countries, 1985, 19887, and 1990. 


for notes, see the end of the appendix. 
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Notes 
Sources: Josling and Pearson 1982 Uhimann 1980 Calender year figures have 
‘not been converted into crop year figures. If acreage and yield estimates were 


not available, then the average estimates for the EEC(9) have been used. 
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